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at your fingertips... 


a world of communications 


The familiar telephone dial represents much more than an 
easy way to communicate by voice. It also symbolizes a vast, 
interlocking communication network that literally puts the world 
at your fingertips. 

New uses for this network are being developed continually. 
Pictures and graphs, words and data, information of all kinds 
flow along it — enabling you to speak, write, see and control 
instantly, accurately, automatically. 

For information on how you may be able to use these 
telephone and microwave facilities to greater advantage, call 
on your telephone company. It specializes in just one field — 
communications — and it offers a complete package. 


TRANS-CANADA (SHEN 2 TELEPHONE SYSTEM 


Canada's ten provinces are linked through the facilities of the eight major 
Canadian telephone companies, providing the only complete nationwide 
telecommunications network for every communications need and con- 
necting with telephone companies throughout the continent and abroad. 


The Avalon Telephone Company, Limited — Maritime Telegraph and Telephone 
Company, Limited — The New Brunswick Telephone Company, Limited — 
The Bell Telephone Company of Canada — Manitoba Telephone System — 
Saskatchewan Government Telephones — Alberta Government Telephones — 
British Columbia Telephone Company. 











To make every 
receivable retrievable wabhe 


“a 


American 
Credit Insurance 


The moment your clients’ products are shipped, title passes...and their credit 
risk — From that point on, the only protection for their accounts receivable 


...for a 
credit insurance. An ACI policy, with new an 
way to make every receivable retrievable. 
Sound market expansion, too, is a major benefit of American Credit Insurance. 
Your clients can confidently add more good customers, sell more to present 
customers, Today, as for 68 years, an ACI policy is important 

to sales progress and good financial management, Available 

through insurance agents... or the local office of American 

Credit Insurance. 


AC BOOKLET EXPLAINS CREDIT 
INSURANCE ADVANTAGES 


Gives reasons for suggesting credit insurance to your customers. For 
copy, write AMERICAN CREDIT INDEMNITY COMPANY of 
New York, Depi No. 41, Montreal, Sherbrooke, Quebec, Toronto, 
Hamilton, Woodstock or Vancouver. 


the working capital and profit their —_—- represent...is commercial] 
broader coverage, is the soundest 
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Company Treasurers- 


We can help you keep your short term 
funds working. Call us for information on: 


V Government Bonds 

V Treasury Bills 

V Acceptance Paper 

V Prime Corperate Paper 


McLeop, Youn, Weir & COMPANY 


50 King Street West 276 St. James Street West 
Toronto Montreal e 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 


THE BANK OF NOVA SCOTIA 


The first Canadian Bank in The Caribbean 
offers you 


A COMPLETE TRUST SERVICE IN THE BAHAMAS 


Tue Bank oF Nova Scotia Trust Company (BAHAMAS) LIMITED provides 
a full range of trust services for individuals and organizations — including 
trusteeship of settlements, administration of estates and executorship of 
wills, and management services for holding companies, pension funds and 
financial corporations. 

The special tax structure of the Bahamas provides many advantages of 
interest for those companies with international trading, manufacturing, or 
financial interests. Directorship and nominee services are available where 
required. The Trust Company has its headquarters in Nassau, Bahamas, and 
is also registered in Jamaica, Barbados, and Trinidad and Tobago. 

Inquiries may be directed to any of the 35 BNS offices in the Caribbean, 
to the headquarters of the Trust Company in Nassau, or to any of the BNS 
offices in Canada, London, New York or Chicago. 


THE BANK OF NOVA SCOTIA TRUST COMPANY 
(BAHAMAS) LIMITED 
NASSAU, BAHAMAS 
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IN THIS ISSUE 


J. R. E. PARKER, C.A. (page 225) 


In this issue we welcome back to 
our pages an author whose last CCA 
contribution appeared just over a year 
ago. At that time John R. E. Parker 
was teaching at the University of Sas- 
katchewan and decided to write an 
article on “Public Accountancy Legis- 
lation in Canada”. A short while ago 
Mr. Parker was appointed director 
of staff training for Canada for Rid- 
dell, Stead, Graham & Hutchison and 
is located in the firm’s Montreal office. 
His article in this issue deals with 
“Perspectives on Direct Costing”. The 
author describes the historical back- 
ground and underlying theory of 
direct costing and the part it can 
play in management accounting. 
“Direct costing is an example of an 
accounting development that is large- 
ly based on knowledge from the field 
of economics”, writes Mr. Parker, “and 
while it is among the relatively recent 
developments that have brought about 
the current interest in management 
accounting, it seems obvious that as 
interest in the subject increases, this 
will in turn further the development 
of direct costing.” 


H. C. GRANT (page 233) 


“The purpose of delegation of au- 
thority and the formal means of dele- 
gation should emphasize the full de- 
velopment of the potentials of sub- 
ordinate managers rather than the 
domination of the individual by con- 
trols.” Henry C. Grant, the author 
quoted above, presents a rationale of 
“Delegation of Authority” which 
should be of considerable interest to 
business executives who must know 
how to keep a balance between exer- 
cising too much and not enough con- 
trol and at the same time stimulate 


a sense of individual responsibility 
and initiative. As Dr. Grant told the 
Editor: 

“There are a number of schools 
of thought regarding delegation of 
authority. One represents the view 
that a leader must be a benevolent 
authority; another stresses the imper- 
sonal rationality of measurement. I 
have attempted here to concentrate 
on the human relations approach 
which gives opportunity for the in- 
dividual manager to realize his full 
work potential.” 

Since 1957, Dr. Grant has been 
director of management advisory ser- 
vices with Deloitte, Plender, Haskins 
& Sells in Toronto. He holds a Ph.D. 
degree from Stamford University and 
was formerly Professor of Economics 
at the University of Manitoba. Dur- 
ing World War II he was assistant 
adjutant general, Directorate of Per- 
sonnel Selection, Ottawa, and from 
1948 until he joined his present firm, 
he was director of administrative man- 
agement and personnel, World Health 
Organization, Geneva, Switzerland. 


W. D. WELSFORD (page 241) 


At the present time very few de- 
ferred profit-sharing plans are in 
operation in Canada primarily because 
of their tax treatment under the In- 
come Tax Act. This situation may well 
change within the very near future, 
and it is to this matter that William 
D. Welsford has addressed himself 
in his article “A New Look at Profit 
Sharing”. Translated into simple 
terms, an employee participating in a 
profit-sharing plan would be able to 
build up his financial retirement 
security by the deferment of tax on 
his employer’s contributions until ul- 
timate withdrawal instead of, as at 
present,having to pay tax on the com- 
pany’s contributions in the year in 
which they are allocated. Legislation 
of this kind, according to the author, 
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Another Achievement from Monroe 


Compacted into a dynamic design 
not much larger than.your telephone 
is Monroe’s latest conversation-piece. 
Astonishing speed distinguishes this 
10-key Adding Machine — one of the 
famous Monroe Series E with the 
“Velvet Touch.’’ Cycling at 250 milli- 
seconds, it will outpace and outpro- 
duce any machine of its kind. And 
its trouble-free durability rarely if 
ever needs the Monroe nationwide 
service organization that backs its 
guarantee. The Series E genuinely 
means ease, efficiency, economy — 
its surprisingly low price will save 
you up to one-third when you buy. 


See the MAN from M 


if lee eee Oils 1c) 
ADDING + ACCOUNTING 


{ B Pema atm TTst 2) } 
DATA PROCESSING MACHINES 


Monroe Calculating Machine Company of Canadg, Ltd., Toronto « Offices throughout Canada. 





"What shoot _ 
Wet sbi 


Today they play, but they will 
be working soon enough. It 
won't be long before they'll 
be ready for college and final- 
ly, you hope, they will have 
settled down to the career of 
their choice. Have you made 
plans for their college educa- 
tion? Nothing could be more 
important in their lives. To 
help your children take their 
rightful places in the world, 
there is nothing better than Sun 
Life Insurance. Sun Lite’s Edu- 
cational Endowment Policy, 
for example, readily provides 
for their college edu- 

cation. Why 

not enquire 

about it 

today? 


Sun Life Assurance Company 
of Canada, one of the great life 
insurance companies of the 
world, maintains 140 branch 
offices to serve you from coast 
to coast in North America. 


SUN LIFE OF CANADA 


Head Office: Montreal 


Continued from page 204 
should create a considerable amount 
of new interest in profit sharing as a 
benefit to employees and an aid to 
management. 

Mr. Welsford is vice-president and 
a director of William M. Mercer Limi- 
ted with whom he has been associated 
since 1946. He is secretary-treasurer 
of the Ontario Chapter and Canadian 
representative of the Legal and Legis- 
lative Committee of the Council of 
Profit Sharing Industries. 


C. H. GRIFFIN AND T. H. WILLIAMS 
(page 246) 

In discussions between educators 
and businessmen on the subject of 
education for business, both groups 
generally agree that there is often a 
gap of disturbing proportions between 
education for business and practical 
business experience. How one uni- 
versity in the United States tackled 
the problem, and what is being done 
by 38 additional colleges and uni- 
versities, forms the basis for an article 
on “The Cooperative Plan for Ac- 
counting Education”, a program 
which the authors, Charles H. Griffin 
and Thomas H. Williams, feel could 
be suitably adapted for those entering 
the accounting profession. 

The joint authors are well qualified 
to write on this subject. Both had 
public accounting experience with 
Peat, Marwick, Mitchell & Co., in their 
Dallas and Cincinnati offices, res- 
pectively, and they are the authors 
of numerous articles which have ap- 
peared in accounting journals. Both 
are on the staff of the University of 
Illinois. Professor Griffin is a member 
of the AICPA, the American Account- 
ing Association, the National Associa- 
tion of Accountants and the Texas and 
Illinois Societies of CPA’s. Mr. Wil- 
liams is a member of the Ohio Society 
of CPA’s. 


Continued on page 208 
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We automated 
our office starting 


.. With this — 





iDDRESSOGRAPH 


tomates repetitive writing jobs= better! 


This simple looking little Addressopgraph plate 
was the foundation for the automation pro- 
gram in our office. Using the plates in con- 
junction with the Class 1900 Addressograph, 
we were able to automate our order writing, 
production control, accounts receivable and 
accounts payable, as well as the preparation 
of lists, time cards, pay cheques and direct 
'mail. The 1900 has proved itself the most 
‘versatile business machine in our experience. 


The Addressograph plate itself is a marvel of 


ingenuity. Normally, it holds up to 360 char- 
acters, extended it will take as many as 1,344. 


CUTTING COSTS 


Nee TPT 
Danae 









This means you can program and store a 
great mass of information in a readily accessi- 
ble, permanent and fire-resistant form—and 
reproduce it — accurately and selectively 
whenever need 


See for yourself how Addressograph can im- 
prove efficiency in your office. Ask the Man 
from A-M for full information and a demon- 
stration. Phone or write your nearest A-M 
office today. Addressograph-Multigraph of 
Canada Limited, 42 Hollinger Road, Toronto 
16. 


Branches throughout Canada 
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SERVING SMALL BUSINESS — BIG BUSINESS — EVERY BUSINESS 


WHAT'S SPECIAL ABOUT 


“NON-RECOURSE” FACTORING 


Factoring as you probably know, 
is a means of financing whereby a 
firm can obtain immediate cash, 
using its accounts receivable as 
security. The finance company dis- 
counts the receivables, thus pro- 
viding working capital which may 
not be available from a bank. 

In| NON-RECOURSE FACTOR- 
ING, the factor buys the receiv- 
ables outright. This means that 
your client is guaranteed payment 
in full, whether the factor collects 
or not. There is no recourse against 
your client, even if the customer 
defaults — no obligation to repay! 

NON-RECOURSE FACTORING 
GIVES THESE EXTRA ADVAN- 
TAGES: 


—payment in full is guaranteed 
100 per cent. 
—full protection from bad debts 
and slow payments. 
Only a firm with the resources, the 
long experience, and the proven 
stability of Canadian Factors can 
afford to provide such a guarantee. 
As the oldest and largest factoring 
firm in Canada, we have been pro- 
viding the full benefits of NON- 
RECOURSE FACTORING for 
over a quarter of a century — 
and some of our original clients 
are still with us! 
And under the Canadian Factors 
plan, your client gets these import- 
ant plus benefits without extra 
cost: 


—complete credit and collection 
services 
—relief from receivables ac- 
counting detail : 
—time freed for profit-producing 
activities. 
It costs your client no more—often 


less—to have the full protection 


and advantages of 

COURSE FACTORING. i 
today for complete information 
about the Canadian Factors plan 
—the plan that offers more than 
just financing. 


ull. 


CANADIAN FACTORS 
CORPORATION LIMITED 


423 Mayor Street, Montreal 
Victor 9-8681 
Established in 1931 


Continued from page 206 
ARTHUR BEEDLE, C.A. (page 253) 


Essential financial records which 
chart the economic health of munici- 
pal corporations are an obvious neces- 
sity for all those who are responsible 
for seeing that the assets of a munici- 
pality are properly insured. In his 
article “Revising the Municipal Fi- 
nance Manual” Arthur Beedle takes 
a look at some of the new and im- 
portant changes which have been 
made to the Municipal Manual which 
was first published in 1942, revised in 
1950 and again brought up to date 
this past year and republished by the 
Dominion Bureau of Statistics. 


Mr. Beedle is associate professor of 
accounting at the University of British 
Columbia. Formerly in public prac- 
tice in England and Canada, he 
worked for several years in New 
Westminster, B.C. He is presently a 
member of the Canadian Institute's 
Committee on Continuing Education 
and Chairman of the Technical and 
Research Committee of the Institute 
of Chartered Accountants of British 
Columbia. He is also vice-chairman 
of the Vancouver Chapter, Institute 
of Public Administration of Canada, 
and an associate of the Municipal 
Finance Officers Association of the 
United States and Canada. 


EDITORIAL (page 223) 


This month’s editorial “A Career 
in Accounting” by Robert B. Dale- 
Harris, F.C.A., emphasizes the per- 
sonal rewards and satisfactions to 
be gained from a career in account- 
ancy. The author feels that to achieve 
these to the fullest extent one must 
continue to be a student in “God’s 
wider classrooms” for while training 
as in all professions is rigorous, pro- 
fessional competence should be allied 
with other outstanding human quali- 
ties. 

Continued on page 210 











Their best friend told them how to get richer 


eo 
He’ll tell you, too. He’s the Man from Investors . . . able and 
willing to be your best friend financially. He’ll show you how to 
turn modest monthly savings into a useful cash reserve for future 
opportunities, emergencies, and carefree retirement. He’ll show 
you many ways to grow richer through Investors investment 
program designed to fit your ambitions and your resources. 


More than 200,000 Canadians have 

invested over four hundred million 

dollars with Investors Syndicate. 

Talk to your banker or chartered ac- investors 
countant about Investors, then look , = 

up Investors Syndicate in the white Syndicate 
pages of your phone book. Call and Cie CAMAIDUAS, ChE O 
ask about the great variety of In- 

vestors Syndicate programs avail- Head Office: Winnipeg Offices in principal cities 
able to you. There’s no obligation. 
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By factoring their 
accounts receivable 
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way to convert their tied-up capital into 


working cash 


LOWEST RATES — FOR FULL DETAILS 


PHONE OR WRITE 


ae eg FACTORS 
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Continued from page 208 


Mr. Dale-Harris is a partner in the 
Toronto office of McDonald, Currie 
& Co. and immediate past president 
of the Institute of Chartered Account- 
ants of Ontario. He is a member of 
the Editorial Board of The Canadian 
Chartered Accountant. 





Forthcoming Features 


Pusiic SCHOOL ACCOUNTING 
C. H. T. Hulme, C.A. 


CoMMITTEES — THEIR ROLE IN 
MANAGEMENT 
J. C. Hewson 


AupiT STAFF ORGANIZATION 
D. C. R. Horne, C.A. 


RECOMMENDATIONS ON THE INCOME 
Tax Act 








* you always K N O W 
day-to-day business facts 
with 


ACME VISIBLE 
RECORDS 


—FASTEST POSTING & REFERENCE 


If you need the right answers to these 
questions— 


V How to speed up posting 

V How to get fingertip refer- 
ence 

V How to signal vital data 


V How to shorten record 
routine 


—write or call Grand & Toy’s SYSTEMS 
DEPT., 33 Green Belt Drive, Don Mills, 
Toronto — HI. 4-6671; or The Centre, 
Hamilton — LI. 4-2851. 


Baste eee eke 
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OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 


TORONTO - HAMILTON 
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‘Time is Money 
..Save both af. WANK 






10 2 MILLION CAMADIANS 





y} like Saving at the 


Bank or MonrTREAL 
Canada's First Gank 


There are more than 800 B of M BRANCHES 
across CANADA to serve you 


qow 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 


SEVENTH SUMMER SCHOOL IN ACCOUNTANCY 
McGILL UNIVERSITY, MONTREAL 


TUESDAY, MAY 9, Through FRIDAY, JUNE 2, 
1961 


The school will open on Tuesday, not Monday as in previous years. 

The general object will be to provide a broad but intensive education in 
the subjects of Accounting and Auditing, with emphasis on basic theory and 
principles. Particular attention will be given to preparation for the Inter- 
mediate and Final Professional Accountancy Examinations, to consolidate 
formal studies already completed. 

Residence on the university campus will be a definite requirement, for 
full benefit from the school may be obtained only by continued association 
with other students outside the class periods. 

The syllabus for the two divisions of the school will be as officially laid 
down for the Intermediate and Final C.A. examinations, respectively. 

There will be six hours of class instruction each day from Monday 
through Friday, the week-ends being free. The teaching staff will comprise 
Professor Kenneth F. Byrd, Director of the Summer School, and Professors 
D. R. Patton, P. C. Briant and A. R. Marshall, from the McGill School of 
Commerce. 

Apply promptly for full particulars to the Summer School in Accountan- 
cy, School of Commerce, McGill University, Montreal. 


Pe 


“|/ COPYING PRODUCTS 











Make clean dry copies 
of financial statements 
and accounting records 
on white bond stock 


ta just 4s secomels 


With a ““THERMO-Fax”’* Copying Machine you can now make 
up your financial statements on snow-white bond copy paper. 
In fact, ‘‘THERMO-FAx’”’ white bond is ideal for accounting 
records and all the paperwork around your office. And a 
*““THERMO-FAx”’ Copying Machine offers endless time-saving, 
cost-saving advantages. Take for example, speed... copies 
in just 4 seconds because of its simple, one-step operation. 
All-electric, completely dry, with no messy chemicals or 
bothersome negatives to slow you down. Error-proof too! 
Saves hours and hours of typing. There are many more 
benefits . . . call your local representative or write for fur- 
ther information. 


e *7.M. Reg’d. 


MINNESOTA MINING AND MANUFACTURING 
OF CANADA LIMITED, BOX 757, LONDON, CANADA 
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NOTES 


AND’ COMMENTS 





C.LC.A. Spring Meeting 


The Executive and Council of the 
Canadian Institute of Chartered Ac- 
countants will hold their regular 
spring business meeting at Minaki 
Lodge in the Lake of the Woods 
district near the border between 
Manitoba and Ontario. The meeting, 
to be held from May 27 to 30, will 
review reports of committees’ activi- 
ties and financial statements for the 
fiscal year ending April 30, 1961. 


Education Week 


National Education Week will be 
held from March 5 to 11 by the Can- 
adian Conference on Education of 
which the Canadian Institute of 
Chartered Accountants is a member 
organization. Special emphasis this 
year is being placed on the relation- 
ship of education to employment, 
with the slogan being “Stay in 
School”. 


Special Study of Bill C-84 


A special submission to the Minister 
of Finance on the new bill C-84 con- 
cerning deferred profit-sharing plans 
is being prepared by a group of the 
members of the C.I.C.A. Taxation 
Committee, together with a represent- 
ative from the Taxation Section of the 
Canadian Bar Association. The group 
met in Toronto on January 31 under 
the chairmanship of J. P. Kinghorn, 
C.A., Montreal. 


Research Meeting 

When the C.I.C.A. Committee on 
Accounting and Auditing Research 
meets on May 11 and 12 at the Guild 
Inn, Toronto, one of its objects will 


be to review the research policies and 
programs of the Canadian Institute. 
The committee will also discuss the 
possible release of bulletins on the 
statements of unincorporated busi- 
nesses and on lease-financing. Chair- 
man of the meeting will be H. I. Ross, 
C.A., Montreal. 


Tax Guide Published 


The 16th edition of “CCH Cana- 
dian Master Tax Guide”, incorporat- 
ing all recent tax changes including 
the amendments announced in the 
1960 supplementary budget, has now 
been published. The guide presents 
a simple, factual statement of the law 
based on the original and amending 
Acts, regulations, rulings, directives, 
and Court and Board relevant deci- 
sions. It may be obtained at $4.50 
a copy from CCH Canadian Ltd., 
1200 Lawrence Ave. W., Toronto 19, 
Ont. 


New Population High 


Canada’s population at December 
1, 1960 was estimated at 18,020,000, 
having passed the 18,000,000 mark in 
mid-November according to the Dom- 
inion Bureau of Statistics. This was 
a rise of over 12% above the 1956 
census level. Alberta had the largest 
proportionate increase among the 
provinces (16.3%) with British Colum- 
bia running a close second (16.2%). 


Banff Executive Course 


A course in “Executive Develop- 
ment” will be offered by the Universi- 
ty of Alberta at the Banff School of 
Fine Arts and Centre for Continuing 
Education from March 13 to 25. Open 


Continued on page 216 
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case urgent 


Bui Thi Chinh, Vietnamese, age 4. Both parents 
ill. Mother suffers heart condition. Father has marsh 
fever. Unable to work steadily. Occasionally earns 
20c a day. Two other children in family. Cannot 
afford to go to school. “Home” is a hut. Torn, woven 
bamboo walls. Floors beaten earth. House flooded 
during monsoons. Chinh sweet, sensitive, under- 
nourished. Knows only want. Parents sick with des- 
pair for their destitute children. Help to Chinh 
means life to whole family. Case urgent. 


You or your group can become a Foster Parent 
of a needy child. You will be sent the case history 
and photo of your “adopted” child, and letters from 
the child himself. Correspondence is translated by 
Plan. The child knows who you are. At once he is 
touched by love and a sense of belonging. Your 
pledge provides new clothing, blankets, food pack- 
ages, education and medical care, as well as a cash 
grant of $8.00 every month. Each child receives full 
measure of material aid from your contribution. 
Distribution of goods is supervised by Plan staff and 
is insured against loss in every country where Plan 
operates. Help in the responsible way. “Adopt” a 
child through Foster Parents Plan. Let some child 
love you. 

Plan is a non-political, non-profit, non-sectarian, 
government-approved independent relief organization. 
Financial statements are filed with the Montreal De- 
partment of Social Welfare and the Toronto Board 
of Trade, and are available on request because we 
are proud of the handling of our funds. Plan helps 
children in France, Greece, Italy, South Korea, Viet 
Nam and Hogg Kong. 


All contributions deductible for Income Tax purposes 
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PARTIAL LIST OF 
SPONSORS AND 
FOSTER PARENTS 


Mrs. John Diefenbaker, 


Mr. 


Ottawa, Ont. 
Honorable and Mrs. 


George — », "arenes. Ont. 


Dr. Baird, 
idnene. Ont. 
a aes ee Curry, 
innipeg, 
Mrs. L. B. Cutler, 
Vancouver, B.C. 
Alfred Rive, 
Canadian Embassy, 
——. Ireland 


_ Peterbore 
Ere Sohn’ M. Olds, 
Twillingate, Nfid. 


FOSTER PARENTS’ PLAN, INC., Dept. CCA-3-1-61 
P.O. Box 65, Station "'B"', Montreal, Que., Canada. 


A. | wish to become a Foster Parent of a needy child for one year. 


I 
! 
| 
| 
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to men and women between the ages 
of 25 and 45 who have had some 
years of executive experience and 
training, the course will use lectures, 
case studies, seminars, role-playing 
and workshops among its techniques. 
Topics on the curriculum are manage- 
ment and administration, corporation 
investment and finance, financial and 
administrative controls and human 
relations. 


Corporation Profits 

After a sharp fall in the second 
quarter of 1960, Canadian corpora- 
tion profits (before taxes and ad- 
justed for seasonal variations) re- 
gistered a more moderate decline in 
the third quarter. While total manu- 
facturing profits fell by 2%, a drop of 
20% was noted in the electrical ap- 
paratus and textile industries. Iron 
and steel products fell 10%, but there 
were gains in foods and beverages, 
and in printing and publishing. 


European Tax Review 

The first number of a new fort- 
nightly review entitled European 
Taxation has been received recently. 
Published by the International Bureau 
of Fiscal Documentation, Heren- 
gracht 196, Amsterdam C, the 8-page 
review is designed to keep its readers 
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up to date on all pertinent data re- 
garding tax law in most of the coun- 
tries of Europe. It also offers to 
answer queries concerning European 
tax situations. The annual subscrip- 
tion for the airmail edition is $35. 


Netherlands Institute Head 


H. C. Treffers of Amsterdam has 
been re-elected president of the 
Nederlands Instituut van Accountants. 
Vice-president is Prof. G. Diephuis of 
Hengelo. 


Committee Meetings 


Jan. 26 and Feb. 27 — Annual Con- 
ference Committee in Toronto; chair- 
man F. T. Denis. 


CURRENCY EXCHANGE RATES 


The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., January 31, 
1961: 

Australia (pound) 2.23%; Belgium (franc) 
.01998; Denmark (kroner) .1443; France 
(franc) .2030; Germany (d. mark) .2384; 
India (rupee) .2102; Italy (lira) .001612; 
Mexico (peso) .0800; Netherlands ( guilder ) 
.2631; New Zealand (pound) 2.78%; Nor- 
way (kroner) .1394; Sweden (kronor) 


.1927; Switzerland (franc) .2303; Union of 
South Africa (pound) 2.79; sterling in 
Canada, 2.77%-2.78%; sterling in New York, 
2.80%-2.80%; U.S. dollars in Canada, 1%. 
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A FAMILY 
AFFAIR 


The central figures in this business story 
are three brothers who wanted to start their 
own manufacturing enterprise. All had for 
several years had good jobs with other 
employers—in production, sales and admin- 
istration respectively—and they felt their 
abilities would fit together well to provide 
balanced management for a new family 
venture, 


Their combined financial resources fell 
short of being enough to pay for the pro- 
duction equipment needed, as well as work- 
ing capital. They soon found that term 
financing of the type they needed was hard 
to arrange—especially for a brand new busi- 
ness which had yet to prove itself. 


When the principals brought their prob- 
lem to Industrial Development Bank, they 
were able to show a well-thought-out plan 
for setting up production in a new plant. 
Their sales objective was based on a thor- 
ough survey of the market for their product, 
which was being partly supplied by imports 
from abroad; and with modern equipment 
the brothers were sure they could produce 
and sell at competitive prices. 


Discussions with IDB officers revealed 
some aspects of the project which could 


and 





be changed to advantage and, when plans 
were settled, the Bank agreed to assist the 
new company to finance the cost of the 
required equipment. As expected, the first 
few months’ operation showed losses, but 
initial operating problems were soon over- 
come, the company was “in the black” by 
the end of the first year and subsequently 
earned good profits . . . good enough, in 
fact, to repay the IDB loan nearly two 
years ahead of time. 


The resourcefulness shown by the broth- 
ers in setting up this family business and 
operating it successfully, together with the 
timely term financing supplied by IDB, 
resulted in the establishment of another 
flourishing enterprise providing employment 
to Canada’s expanding labour force. 


The Industrial Development Bank was 
established in 1944 to provide financial 
assistance to small and medium-sized enter- 
prises* unable to obtain satisfactory term 
financing through other channels. For fur- 
ther information, and a descriptive booklet, 
you are invited to write or visit the nearest 
IDB office or consult your auditor, lawyer 
or chartered banker. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Sudbury, London, 
Toronto, Ottawa, Montreal, Quebec City, Saint John, Halifax 


*I.D.B. can consider proposals for financial assistance in these activities: 


manufacturing, processing, assembling, installing, overhauling, reconditioning, altering, 
repairing, cleaning, packaging, transporting or warehousing of goods; logging, operating 


a mine or quarry, drilling, construction, engineering, technical surveys or scientific re- 
search, generating or distributing electricity or operating a commercial air service, or the 
transportation of persons, or supplying premises, machinery or equipment under lease 


to any business mentioned above. 
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CORRESPONDENCE 


February 10, 1961 

Merger in the Public Interest 
Sir: I hope that the chartered accountants 
of Ontario will approach the proposed 
C.A.-C.P.A. merger with the breadth of 
vision that the public expects of such a 
highly respected body of professional men. 
Let us not allow our decision to be influ- 
enced by emotional harangues, intemperate 
accusations and imputations, and bad man- 
ners. The public expects us to avoid con- 
siderations of narrow self-interest and per- 
sonal prejudice. It expects us to be wary 
of fanatics and bigots and to come to a de- 

cision which is in the public interest. 

The Royal Commission on Public Ac- 
countancy in Saskatchewan reported in 
1953 that the public interest demanded 
that there be but one professional society 
of highly qualified accountants so that the 
letters indicating membership in a society 
of public accountants should be an assur- 
ance of competence. The Law Amend- 
ments Committee, in rejecting the recom- 
mendations of the Royal Commission, 
agreed, however, that this was the ideal to 
strive for. 

If we accept unification as the ideal to aim 
for, it then appears to me that we have only 
to consider whether there is so great a 
variation between the Institute’s and the 
Association’s standards as to mislead the 
public if all had a common designation. I 
agree that a proportion of the Association’s 
membership does not attain to the standards 
expected of a chartered accountant. But 
I submit that the number whose standards 
would not, in other circumstances, be ac- 
ceptable to us would form a very small per- 
centage of the merged body’s membership 
and that we are losing our sense of per- 
spective if we blow up out of all proportion 
the effect of their admission to the merged 
body. Surely we will not allow such an 
important measure as the proposed merger 
to founder on such a relatively small rock. 
Let us not mistake our vanity for the pub- 
lic interest. 

C. F. Gaviiuer, C.A. 
Owen Sound, Ontario. 


February 9, 1961 
More on the Proposed Merger 


Sir: There are many pros and cons to con- 
sider in dealing with the proposed merger of 
the Institute of Chartered Accountants of 
Ontario with the Certified Public Account- 
ants Association of Ontario. 


Basically, the merger with the C.P.A. 
Association is desirable as without it it 
would be impossible to make public ac- 
countancy in Ontario synonymous with 
chartered accountancy. It is in the interest 
of the public that C.A.’s should control the 
practice of the accounting profession in On- 
tario; this essentially is the only means of 
assuring that sufficiently high standards in 
ethics, in education and in practice are 
available. 


One of the prime arguments advanced 
against the merger is that this would allow 
persons having absolutely no practical ex- 
perience in public accounting to become 
chartered accountants. If these persons 
are competently carrying out their duties 
in industry, it is not necessary that they 
have practical experience in public account- 
ing because very few of them will ever re- 
enter into the public accounting field. A 
majority of the C.P.A.’s have passed exam- 
inations in industry designed to weed out 
incompetents and to assure a good calibre 
of accountants. The way the Public Ac- 
countancy Act is presently constituted, any 
C.P.A. can become a public accountant 
even if he has taken his training basically 
through industry. The merger would pre- 
vent this as it would then be necessary to 
take the new C.A. course which would re- 
quire articling with a public accountant if 
one desired to practise the profession. Con- 
sequently, in order not to stand still but 
to prevent the further possible entry of in- 
dustry-trained C.P.A.’s into public account- 
ancy, it is necessary to effect the merger. 


The main concern, and the realistic one, 
is that the merger will allow the admission 
to the Ontario Institute of a number of 
C.P.A.’s who had originally never written 
any examination at the present levels of dif- 

Centinued on page 220 
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FOURTH ANNUAL CA. REVIEW COURSE 


UNIVERSITY OF SASKATCHEWAN, SASKATOON 


MAY 8 Through MAY 26, 1961 


The Review Course is designed as an intensive review of studies pre- 
viously completed by candidates. Specific attention is directed towards 
proper approaches to problems of typical Intermediate or Final Charter- 
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and Final students following the respective Chartered Accountants’ 
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ficulty. In short, a number of people who 
would possibly have difficulty writing even 
the present C.P.A. examinations would be- 
come C.A.’s. If these people are not com- 
petent and the public and community is 
aware of this, then calling them “C.A.’s” 
will lower the standard of the profession in 
the eyes of these people. This is one of 
major short-run sacrifices that will have to 
be made in the interests of the profession 
in the future. I hope that Council has 
seriously considered this, as I am sure they 
have, for in a smaller city or town we 
would be entrusting the practice of the 
profession to a person whom we are holding 
out to be as capable as a C.A. In such 
a community the confidence placed in such 
a man can be considerable. Council has in- 
formed us, however, that only a very few 
persons have not taken examinations in the 
C.P.A. Association. 


Another reason for the merger is that if 
there were no merger in the next five to 
ten years as the certified public account- 
ants grew in number, those in public prac- 
tice would concentrate on the small to 
medium-size business field and could build 
up a reputation in competition with chart- 
ered accountants due to the present lethargy 
of the small and medium-sized C.A. firm to 
enter into greater research and considera- 
tion of the problems of small business. 

There are, however, several points of 
which Council is now being made aware 
through discussions with C.A.’s, and I hope 
that it has come to realize that the em- 
phasis on these points is not academic. A 
major disregard of them would be enough 
to warrant our members turning down the 
proposal. 

One such consideration is the new desig- 
nation of “A.C.A.” This designation is to 
be given to new students who desire to se- 
cure experience in industry, and it is in- 
tended that before such students could be- 
come C.A.’s they would have to article for 
some minimum period (presumably two 
years at least) with a practising public ac- 
countant. I feel that C.A.’s in practice and 
in industry think that such a designation 
should be temporary. Our contribution to 
industry has been the training of com- 
petent chartered accountants with a mini- 
mum period of three years articles. There 
have been no complaints by industry of the 





calibre of person we have provided them 
with and this should continue to be our 
contribution. We should not have one sec- 
tion of our course for industrial accountants 
and one section for public accountants. The 
Society of Industrial and Cost Accountants 
of Ontario is a competent and qualified 
body which has gone through the process 
of broadening out and increasing the stand- 
ards of its education. Any accountant who 
intended to become involved with industry 
only could certainly get an adequate train- 
ing through the Society. If those account- 
ants who were aiming for their “A.C.A.” 
went through the Society, the latter could 
strengthen and enlarge its course even more, 
so that the industrial designation would 
have the same significance in the industrial 
field as the “C.A.” has in the public field. 
If Council has any thoughts that “A.C.A.” 
will become a permanent designation, it 
should make this known; otherwise it would 
be misleading. 


Another problem in the proposed merger 
is that after the merger has taken place, 
Council intends to approach the Provincial 
Government to change the Public Account- 
ancy Act. The new definition of public ac- 
counting seems to embrace only the adding 
of credibility to financial statements by the 
expression of an opinion based on an ade- 
quate examination as it feels that “this work 
is peculiarly professional” (CCA, January 
1961). This is a very peculiar remark for 
the magazine to state in its editorial. All 
our work as accountants is professional, and 
there is no need to indicate that any type 
of work is more professional than any other. 
There can only be one standard, and it has 
to apply to the small and the large client. 
The medical profession does not have two 
standards of practice. The magazine should 
not intimate that we have. I believe that 
Council, before it takes any steps to change 
the definition of public accountancy, should 
have a full and free discussion both in the 
magazine and at meetings called for that 
purpose on this definition. Presently, the 
definition includes the preparation of £nan- 
cial statements. If this is removed, the 
small and medium-sized business is direct- 
ly affected. 


Because it is only in this size of business 
that limited audit engagements and only 
accounting engagements are performed, the 
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elimination of the purely accounting en- 
gagement from the definition of public ac- 
countancy would make available this por- 
tion of the practice to those presently en- 
gaged in public bookkeeping. When you 
consider the number so engaged, the num- 
ber that would come into the field once our 
definition was restricted, and the third 
group of public accountants presently in 
existence (that is, those who only passed 
their intermediate examinations, or were 
in practice when the Act went into effect 
in 1950), the total group could become a 
large and formidable association. When 
any group becomes large, it begins to push 
for more status. By enabling this group to 
prepare financial statements, we are asking 
for trouble in the future. The work of 
these people who have had no recognized 
course is inadequate. We would be giv- 
ing them more status in the small and 
medium-sized field by restricting our defi- 
nition of public accountancy. This we can 
not do. 


In the United States (Journal of Ac- 
countancy December 1960 — C.P.A.’s and 
Non-Certified Practitioners) an association 
known as N.S.P.A. (National Society of 
Public Accountants) has caused no end of 
confusion to the C.P.A.’s_ By restricting the 
definition of public accountancy, we are 
laying the ground work for a similar orga- 
nization to be formed in Ontario in which 
the majority of the members would only 
be competent in bookkeeping and similar 
technical services. A financial statement 
can be just as important as an audited re- 
port. The banks, creditors, Taxation Divi- 
sion, and the businessman himself are de- 
pendent upon an accurate financial state- 
ment. Council would be remiss in _ its 
thinking if it ever felt it could turn the 
preparation of financial statements over to 
public bookkeepers. If the overly restricted 
definition of public accountancy is a nat- 
ural sequel to the merger, Council should 
make this position clear to the members. 


Another suggestion has been that the In- 
stitute and the Association make the merger 
contingent upon the change in legislation 
redefining public accountancy. Whether or 
not this is legally possible or desirable has 
not been fully explained. 


There can be no half-way steps. We 
must either merge with the C.P.A.’s as they 
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now exist, or not merge at all. This means 
that we must accept a number of C.P.A.’s 
who have not passed any adequate exami- 
nations. This is the sacrifice involved. If 
the merger is approved, it must stop there. 
In other words, we cannot (to clean up 
things) accept C.G.A.’s or the third class 
of public accountants to become C.A.’s just 
so that we will have one designation. This 
last group are not entitled to the designa- 
tion “C.A.” and not capable to handle the 
responsibility involved. If they desire the 
designation, they must obtain it through the 
only acceptable manner, that is, the inter- 
mediate and final examinations. If Coun- 
cil feels that this group will also have to be 
absorbed in the future, it should make these 
feelings known so that the members can 
judge accordingly. 

The main issue is whether or not there 
are to be two classes of accountants. 


There are not two classes of doctors or 
lawyers. Each member will have to decide. 
Irvinc L. Rosen, C.A., 

Toronto, Ontario. 
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on trade, industry and finance, 
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A CAREER IN ACCOUNTANCY 


WHAT CAN WE SAY to someone outside our profession who asks us 
what we find in it and why we enjoy it? What advice can we give to 
a young man who is considering accountancy as a training and 
perhaps as a career? 

Those of us who are happy will say that we find interest and 
satisfaction. We might have found those things in other fields — 
business or professional — but there are good reasons why we have, 
in fact, found them in our chosen career; some of these reasons are 
practical, some are vague and even a little sentimental. 

We all draw pleasure from the variety in our business lives and 
from the diversity of interest that presents itself. Some of us feel, per- 
haps with a trace of smugness, a little sorry for those whose horizons 
are narrower than ours. 

We have been trained to dissect complex problems and to re- 
duce them to their simplest elements; we cannot fail to find pleasure 
in analyzing and solving those problems. We have been taught to 
marshal facts, to confirm them, to assess the results of their tabula- 
tion, and to form and express an opinion on what is thereby presented. 
We are bound to feel some pride of achievement in exercising the 
judgment and skills we have learned. 

We are members of a professional society with growing tradi- 
tions and a significant record of achievement, and we have a shared 
pride in the standing of that society. Those of us who are practising 
members have a feeling about our own firms that helps to foster this 
esprit de corps. 

We are always dealing with people and their problems. This is 
particularly true of the practising accountant rather than the ac- 
countant in industry, but to some degree it applies to all of us. Un- 
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questionably it is that intriguing concern with human relationships 
that gives our day-to-day work a great deal of its fascination. 

Lastly, of course, we are counsellors, whether it be to our clients 
if we are in practice or to others, and here we find ourselves in a 
field of peculiar responsibility. Francis Bacon wrote three hundred 
and fifty years ago: “The greatest trust between man and man is the 
trust of giving counsel.” It is this position of trust that provides one 
of the great appeals of a career in our profession. 

All these rewards we obtain at a pricé. They are there for us only 
if we face our professional lives with a willingness to provide un- 
selfish service without thought of personal inconvenience and if we 
constantly maintain our qualifications by continuing study. No pro- 
fessional man can hope to succeed unless he is willing both to keep 
his mind sharp and fully prepared and also to submerge his personal 
interests. 

Most of this may seem unimportant to the young man leaving 
school or university who asks what he can expect from a career in 
accountancy in terms both of demands and of rewards. He wants to 
know what talents and what education would help to make him suc- 
cessful and what his future can be in terms of breadth of opportunity. 


The second question is the easier to answer. In Canada, there is 
room for well-trained, first-class men at the top in every field. This 
is true whether we talk of the professions, of business, of government 
service or of education. In some areas, technical, scientific training is 
essential, but in most senior posts, judgment, balance, the ability to 
come quickly to the right decision, the ability to handle people, and 
a gift for administration are the qualities that count. These are qual- 
ities that should be developed by training and experience in account- 
ancy. If the right basic material is there, the opportunities for a well- 
trained accountant should be unlimited. 

What preliminary education and what basic characteristics are 
needed? First, let the preliminary education be as broad and as com- 
plete as possible. This, rather than technical education, is what the 
accounting student should have to develop his judgment, his critical 
faculties, and his reasoning. Technical education can come in the 
course of his training after he is employed. Secondly, let the candi- 
date be interested in people and their problems; without the spark of 
interest, his mind will never awaken. Let him be unselfish, else he 
will never learn to place his clients’ interests above his own. Let him 
be enthusiastic, else he will be dull and a burden to his fellows and 
his clients. Let him have a sense of humour, else he will find his 
career intolerable. 


THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1961 











Perspectives on Direct Costing 


Direct cos11Nc is a relatively recent 
development that has become the 
subject of widespread interest among 
accountants and businessmen. Within 
the past few years, much has been 
written and said concerning the ad- 
vantages and disadvantages of direct 
costing. Opinion, however, as to its 
practicability is still widely varied. 
At one extreme are those who regard 
direct costing as “the next forward 
step in the evolutionary development 
of costing (and) given time, it will 
become the conventional method of 
cost accounting”.' At the opposite ex- 
treme there are those who take the 
stand that “if accounting theory and 
practice is so ‘flabby’ that the direct 
costing theory becomes acceptable for 
reporting purposes, the progress of 
the last 500 years will be ‘gone by 
the boards’ ”.? Since direct costing has 
not yet been fully evaluated by the 
accounting profession, it can be con- 
cluded that majority opinion is prob- 
ably, as yet, uncommitted. 


Nature of Direct Costing 

In spite of numerous papers on the 
subject, there is still uncertainty as to 
the meaning and implications of 


1 R. P. Marple, “Direct Costing and the 
Uses of Cost Data”, Accounting Review, 
XXX (July, 1955) p. 436. 


JOHN R. E. PARKER, C.A. 


direct costing. The Canadian Institute 
of Chartered Accountants’ publica- 
tion “Accounting Terminology” de- 
fines direct costing as “an application 
of marginal analysis to cost account- 
ing, in which attention is directed to 
the direct, or variable, costs of pro- 
duction, with the spread between 
sales and direct costs of a product or 
department viewed as a contribution 
to joint and fixed costs and profits”.* 
Essentially, direct costing is a con- 
cept under which only prime costs 
and variable overhead are treated as 
product costs, thus leaving all other 
manufacturing costs to be treated as 
period costs. 


In comparison with conventional 
or absorption costing, direct costing 
requires a redesigning of the income 
statement, as well as certain under- 
lying accounting records, in a way 
that reflects cost-volume-profit re- 
lationships and thus facilitates man- 
agement decision-making. The basic 
characteristic of direct costing is the 
segration of expenses into fixed and 


2 J. D. Edwards, “This New Costing Con- 
cept — Direct Costing?” Accounting Re- 
view, XXXIII (October, 1958) p. 567. 


3 Canadian Institute of Chartered Account- 
ants, “Accounting Terminology”, Toronto. 
1957, p. 25. 
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variable components. In practice, ab- 
sorption costing is often supplement- 
ed by a segregation of expenses 
which, although separate from the 
books of account, provides informa- 
tion pertaining to cost-volume-profit 
relationships. The point to be em- 
phasized is that under direct costing 
the segregation of expenses is incor- 
porated into the recording phase of 
the accounting process and subse- 
quently becomes the basis for report- 
ing costs. It follows, therefore, that 
the consequences of any segregation 
of expenses tend to become more far- 
reaching under, direct costing. 


Direct material and direct labour 
are both considered to be variable 
costs; that is, they vary in total dollar 
amount directly and proportionately 
with the volume of production. Ac- 
cordingly, with regard to the account- 
ing treatment of direct material and 
direct labour, both methods, direct 
costing and absorption costing, are 
identical. The residual part of the 
cost of manufacturing, frequently re- 
ferred to as manufacturing overhead, 
consists of a large number of differ- 
ent kinds of expense. These expenses 
react in differing ways to changes in 
the volume of production. In relation 
to volume, manufacturing overhead is 
frequently classified into two distinct 
categories: fixed and variable. It is 
the accounting treatment of the fixed 
portion of manufacturing overhead 
that is the essence of the distinction 
between direct costing and absorp- 
tion costing. 

It may be stated, in general terms, 
that absorption costing emphasizes 
the distinction between production 
costs and all other costs, whereas 
direct costing emphasizes the distinct- 
ion between fixed and variable costs. 
Furthermore, absorption costing 


tends to stress inventory valuation 
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and, as a result thereof, profit deter- 
mination, whereas direct costing is 
primarily interested in cost analysis. 


Mainly Historical 

Although recognition of the need 
for cost accounting dates back to the 
early stages of the evolution of the 
accounting process, its development 
received a major impetus from the 
Industrial Revolution. In more recent 
times, the years subsequent to the 
end of World War I are regarded as 
the most fertile period in the develop- 
ment of cost accounting. In conclud- 
ing his book “Evolution of Cost Ac- 
counting to 1925”, S. Paul Garner 
makes the following observation: 
“Cost theories and techniques have 
evolved as a product of their indust- 
rial environment, and their rapid de- 
velopment has been necessitated by 
the continually increasing complexity 
of manufacturing processes.”* 

Initially cost accounting dealt al- 
most exclusively with costs for use in 
inventory valuation and profit deter- 
mination. Even today these aspects 
of cost accounting are extremely im- 
portant. However, as a result of the 
increasing growth and complexity of 
modern business, cost analysis and 
control have become the predominant 
justification for many cost accounting 
procedures. In modern practice cost 
accounting is expected to provide in- 
formation which will be put to a 
variety of uses by management. While 
the variety of information thus deriv- 
ed is useful in the control of costs, the 
essence of control is action. Respon- 
sibility for cost control is distributed 
through various levels of organiza- 
tional structure. The part played by 
cost information is basically that of 


+ S. P. Garner, “Evolution of Cost Ac- 
counting to 1925.” University of Alabama 
Press, 1954, p. 416. 
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initiating action on the part of those 
responsible. The point to be empha- 
sized is that cost information, by it- 
self, is of very little use unless it is 
used properly. Cost accounting is not 
an end in itself, but merely a means 
to an end. 

Writing in the N.A.C.A. Bulletin of 
January 15, 1936, Jonathan N. Harris 
presented what is recognized as the 
first published description of direct 
costing. Prior to writing this article, 
Harris, as controller of Dewey and 
Almy Chemical Company, had played 
a leading part in the conversion of his 
company’s accounting records to the 
direct costing method as of January 
1, 1934. Although Harris is recognized 
as the first person to publish an ar- 
ticle on the subject, Dewey and Almy 
Chemical Company was not the first 
company to use direct costing meth- 
ods. N.A.C.A. Research Series No. 
23, entitled “Direct Costing”, indi- 
cates that the budget director of one 
company had installed a cost system 
in 1908 which provided for separate 
accumulation of fixed and variable 
costs in order that marginal cost data 
would be available for pricing.* 

In part, at least, the development 
of direct costing reflects a shift in 
accounting emphasis from the tradi- 
tional balance sheet point of view. In- 
creased interest has been shown in 
income determination to such an ex- 
tent that, in many instances, the bal- 
ance sheet point of view is regarded 
as being subordinate to profit and 
loss considerations. In retrospect, in- 
come tax considerations have played 
an important part in bringing about 
this shift in emphasis. 


Influence of Management Accounting 

A closely related trend that is also 
exerting its influence upon the de- 
velopment of direct costing is the at- 
tention being given to what is termed 
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management accounting. In 1958, the 
Committee on Management Account- 
ing of the American Accounting Asso- 
ciation defined management account- 
ing as “the application of appropriate 
techniques and concepts in process- 
ing the historical and projected 
economic data of an entity to assist 
management in establishing a plan 
for reasonable economic objectives 
and in the making of rational deci- 
sions with a view toward achieving 
these objectives”. The committee stat- 
ed further that management account- 
ing ‘includes methods and concepts 
necessary for effective planning, for 
choosing between alternative business 
actions, and for control through the 
evaluation and interpretation of per- 
formance. Its study involves consider- 
ation of ways in which accounting in- 
formation may be accumulated, syn- 
thesized, analyzed and presented in 
relation to specific problems, deci- 
sions, and day-to-day tasks of business 
management.”® 

in broadening its horizons in the 
direction of management accounting, 
the accounting profession is, to a con- 
siderable extent, relying on knowl- 
edge from the fields of economics, 
business administration, industrial en- 
gineering, and psychology. Direct 
costing is an example of an account- 
ing development that is largely based 
on knowledge from the field of econ- 
omics. While it is perhaps more ac- 
curate to say that direct costing is 
among the relatively recent develop- 
ments that have brought about the 
current interest in management ac- 


5 National Association of Cost Accountants, 
Research Series No. 23, Direct Costing, 
New York, 1953, p. 4. 

8 American Accounting Association, “Report 
of Committee on Management Account- 
ing”, Accounting Review, XXXIV (April, 
1959) p. 210. 
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counting, it seems obvious that as 
interest in management accounting 
increases, it will further the develop- 
ment of direct costing. Logically, 
developments in management ac- 
counting should interact favourably 
with the development. of direct cost- 
ing and vice versa. 


Conventional Procedure Inadequate 


The more specific developments 
that eventually culminated in the 
direct costing concept encompass var- 
ious aspects in the evolution of con- 
ventional costing and, in particular, 
reflect the alleged inadequacies in- 
herent in the conventional proce- 
dures. In discussing these inadequa- 
cies, Gilbert Amerman suggests that 
“two major objections to the use of 
the conventional absorption cost in- 
come statement are (1) it does not 
distinguish between profits resulting 
only from sales and those resulting 
from inventory changes, and (2) it 
is difficult to understand and analyze 
because it mixes costs which are var- 
iable with volume on a short-term 
basis with those which are variable 
with volume only on a _ long-term 
basis”.” In addition, the use of direct 
costing eliminates the allocation of 
fixed costs and thus overcomes one of 
the most criticized aspects of ab- 
sorption costing. Paton and Littleton 
have said: “Cost allocation at best is 
loaded with assumption and, in many 
cases, highly arbitrary methods of 
apportionment are employed in prac- 
tice. Certainly it is wise not to take 
the results of the usual process of in- 
ternal cost computation too serious- 
ly.”8 


7 Gilbert Amerman, “Facts about Direct 
Costing for Profit Determination”, Ac- 
counting Research, V (April, 1954) p. 
161. 


The failure of absorption costing 
to distinguish clearly between fixed 
and variable costs creates difficulties 
long recognized by accountants. Since 
some costs do not increase propor- 
tionately with the volume of goods 
sold, profits in theory tend to increase 
out of proportion as volume exceeds 
the point where the fixed costs have 
been recovered from sales revenue. 
For the same reason, profits tend to 
decline more rapidly than sales reven- 
ue when sales volume declines. At- 
tempts to have the actual volume of 
production absorb the total actual 
manufacturing overhead delay the 
determination of unit costs since the 
overhead applicable to a unit of prod- 
uct cannot be determined until the 
end of the accounting period. More- 
over, since unit fixed costs vary in- 
versely with volume, the resulting 
product costs, under absorption cost- 
ing, also tend to vary inversely with 
the volume produced during the per- 
iod. These difficulties result from the 
fact that sales volume, and hence the 
volume of production, is dependent 
upon conditions that, to a large ex- 
tent, are beyond the control of man- 
agement. 


Overhead Rates 

A significant improvement took 
place with the introduction of pre- 
determined overhead rates based on 
normal capacity. Although they are 
rarely shown as such, predetermined 
overhead rates actually consist of two 
parts: a rate that charges actual var- 
iable costs included in overhead, and 
a rate that distributes fixed costs us- 
ually on the basis of normal capacity. 
The predetermination of overhead 


8 W. A. Paton, and A. C. Littleton, “Cor- 
porate Accounting Standards”, Chicago, 
American Accounting Association, 1940, 
p. 121. 
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rates eliminates the delay previously 
encountered in developing product 
costs. Basing these rates on normal 
capacity results in the fixed portion 
of overhead being absorbed by the 
plant utilization necessary to meet 
average product demand over the 
period of a business cycle. Except 
under unique circumstances, this me- 
thod results in an over-or-under ab- 
sorption of overhead in relation to 
the actual manufacturing expense in- 
curred. 


Moreover, the use of predetermined 
overhead rates based on normal capa- 
city tends to result in the emergence 
of troublesome volume _ variances. 
Generally speaking, under-absorbed 
overhead is regarded as the cost at- 
tributable to idle capacity, while over- 
absorption indicates that current pro- 
duction has been charged with over- 
head in excess of that actually in- 
curred. Depending upon the causes of 
the over-or-under-absorbed overhead, 
it is disposed of by a write-off to cost 
of sales, or by a write-off to profit and 
loss, or by proration to inventories and 
cost of sales. Over the years the use 
of predetermined overhead rates has 
become so widespread that account- 
ants generally think of actual cost 
as meaning actual material, actual 
labour and normal overhead.° 

In N.A.C.A. Research Series No. 23 
the above concept of actual cost is 
described as follows: “While very use- 
ful where this type of product cost 
was appropriate (for long-range pric- 
ing as an example) and where normal 
volume could be satisfactorily estab- 
lished, it was not helpful in deter- 
mining how individual costs or groups 
of costs could be expected to vary 
with short-period volume fluctuations. 


® R. I. Dickey (ed), “Accountants’ Cost 
Handbook” second edition, New York, 
Ronald Press, 1960, p. 16:24. 
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The reason for this was that the nor- 
mal volume concept was intended to 
help the accountant determine pro- 
duct costs for the one production 
volume chosen as normal.” 

With the advent of the scientific 
management movement came the idea 
of setting standards of performance 
and of comparing the actual time 
taken to perform the work with the 
predetermined standards. Inevitably 
these ideas led to the development 
of standard costing. At about the same 
time flexible budgets were developed 
for the purpose of controlling costs, 
particularly those costs included in 
manufacturing overhead. The flexible 
budget, with or without standard 
costing, represents a refinement which 
indicates the costs that are justified 
by the actual volume of production 
achieved. There is a_ substantial 
change required to move from ac- 
ceptance of flexible budgets to the 
utilization of direct costing for in- 
ventory valuation and internal re- 
porting purposes. However, with 
minor modifications, the 
classification used in developing the 
flexible budget can become the basis 
for direct costing. 


Underlying Theory 

Although the usefulness of direct 
costing is generally recognized for 
purposes of internal reporting, the 
method is still considered unaccept- 
able for external reports. The ex- 
planation for the existence of such an 
anomaly lies in part with the long 
tradition associated with absorption 
costing, and in part with the generally 
recognized view that the same stand- 
ards need not apply to both internal 
and external reports. It has been sug- 
gested by one writer that this situa- 





10 National Association of Cost Accountants. 
op. cit., p. 7. 
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tion “is perhaps the best example of 
a confusion between what is desirable 
cost information for certain purposes 
of management and what is accept- 
able cost bookkeeping.”** 

Generally accepted principles of ac- 
counting state that period costs should 
be recognized in the income account 
in the period in which they are in- 
curred. Only those costs which are a 
function of output should be deferred 
and matched against future revenue 
by means of the inventory account. 
It is largely on this basis that direct 
costing claims soundness in theory. 

Direct costing assumes that the 
fixed costs are not really costs of 
production, but are actually only 
stand-by costs which facilitate pro- 
duction, and which must be incurred 
regardless of the volume of produc- 
tion. The fixed costs are regarded by 
the proponents of direct costing as a 
constant quantity incurred during a 
period of time. When that period of 
time has expired, the fixed costs in- 
curred expire with it. Furthermore, 
it is claimed that the subsequent ac- 
counting period will incur its own 
fixed costs; therefore, it is irrational 
to defer in the inventory account any 
portion of the previous period's fixed 
costs. 

Jonathan N. Harris states that in- 
ventory costs should include “the de- 
livered cost of raw materials, and 
packages used, direct labour costs and 
direct production expenses, all of 
which items were incurred only be- 
cause the goods were produced”. Mr. 


11H. F. Taggart, “Cost Accounting versus 
Cost Bookkeeping.” Accounting Review, 
XXVI (April, 1951) p. 144. 

12 J. N. Harris, “The Case Against Adminis- 
trative Expenses in Inventory”, Journal 
of Accountancy LXXXII (July, 1946), p. 
34, 
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Harris further states that “the fixed 
expenses, on the other hand, do not 
have any real relation to production 
as such ... They go on substantially 
unabated when the wheels slow down 


or become idle”.}? 


Counter Argument 

The counter argument contends 
that the purpose of incurring manu- 
facturing overhead is the production 
of goods. The fixed costs are as neces- 
sary as the variable costs in the ac- 
complishment of this purpose. Ac- 
cordingly, failure to include the fixed 
costs in inventory valuation prevents 
a proper matching of costs and 
revenue. 

The Committee on Accounting and 
Auditing Research of the Canadian 
Institute of Chartered Accountants 
states in Bulletin No. 5: “In the case 
of inventories of goods in process and 
finished goods, cost will include the 
laid-down cost of material plus the 
cost of direct labour applied to the 
product and ordinarily the applicable 
share of overhead expense properly 
chargeable to production.” The com- 
mittee further states: “In some cases, 
fixed overhead is excluded where its 
inclusion would distort the profit for 
the year by reason of fluctuating 
volume of production”.** 


It seems quite apparent from the 
foregoing that generally accepted 
principles of accounting ordinarily re- 
quire that fixed manufacturing over- 
head be treated as a product cost. 
It is also apparent that two different 
concepts of inventory valuation are 
involved. It is difficult to see how two 


13 Committee on Accounting and Auditing 
Research, Bulletin No. 5. “The Meaning 
of the Term ‘Cost’ as Used in Inventory 
Valuation”, Toronto, Canadian Institute 
of Chartered Accountants, 1950, p. 2. 
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methods of inventory valuation, one 
of which omits a large portion of the 
cost included in the other, could ever 
both be recognized as being in con- 
formity with generally accepted prin- 
ciples of accounting. 

The test that should be applied in 
determining whether an item of cost 
should be treated as a period charge 
is not whether the nature of the cost 
is -fixed regardless of fluctuating 
volume, but whether the item repre- 
sents an expenditure from which only 
the current period will benefit. The 
concept of future benefit is widely 
accepted by accountants in explain- 
ing the nature of an asset. Referring 
to asset expiration, the American Ac- 
counting Association’s Committee on 
Concepts and Standards Underlying 
Corporate Financial Statements states: 
“Expired costs are those having no 
discernible benefit to future opera- 
tions.”** If it is possible to reason 
from the foregoing that assets or- 
dinarily represent expenditures whose 
reincurrence in the short run is un- 
necessary, then it might be possible 
to justify the treatment of fixed costs 
that is followed under direct costing. 


Contribution Theory 

Attempts have been made to justify 
direct costing on the basis of the so- 
called “contribution theory”. Under 
this theory it is suggested that each 
sales dollar consists of two parts: a 
reimbursement of out-of-pocket costs, 
and the balance of the sales dollar 
which is viewed as a contribution to 
the coverage of fixed costs and profits. 
The economists’ concept of the mar- 
gin, as applied to this problem, es- 





14 American Accounting Association, “Ac- 
counting and Reporting Standards for 
Corporate Financial Statements, 1957 Re- 
vision”. Accounting Review, XXXII (Oc- 
tober, 1957), p. 541. 
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tablishes that profit does not accrue 
on a unit basis. No profit, regardless 
of price, is realized until the fixed 
costs are recovered, and then profit 
accrues in a manner not revealed by 
the margin between selling price and 
full unit costs, fixed and variable. 
After the fixed costs have been re- 
covered, the sale of an additional unit 
of product at a given price results in 
a corresponding addition to total 
revenue which, in the final analysis, 
contributes to net profit an amount 
equal to the difference between this 
price and the unit’s variable cost. 

Generally speaking, accounting is 
regarded as being utilitarian by 
nature. Thus, accounting principles 
are closely related to how accountants 
do their work in practice. In discuss- 
ing various definitions of the word 
“principle”, the American Institute 
of Certified Public Accountants’ Com- 
mittee on Terminology states as fol- 
lows: 

“Initially, accounting postulates are 
derived from experience and reason; 
after postulates so derived have 
proved useful, they become accepted 
as principles of accounting. When this 
acceptance is sufficiently widespread, 
they become part of the ‘generally 
accepted accounting principles’ which 
constitute for accountants the canons 
of their art.”!5 

It is this close relationship between 
usefulness and accounting principles 
that offers the strongest likelihood of 
the ultimate acceptance of direct cost- 
ing within the framework of generally 
accepted principles of accounting. 

On the other hand, the increasing 
incidence of guaranteed annual wage 
plans and the development of automa- 





15 Committee on Terminology, Bulletin No. 
1, Review and Resume, New York, Ameri- 
can Institute of Certified Public Account- 
ants, 1953, p. 11. 
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tion loom as a serious threat to the 
acceptance of direct costing. The ef- 
fect of these factors is to divert the 
major portion of direct labour and 
variable overhead into the category of 
fixed costs. Assuming the maximum 
development of these factors, it is 
possible to foresee a time when direct 
material would constitute the only 
variable item of manufacturing cost. 
Under such circumstances the theore- 
tical soundness of direct costing is 
questionable. The distinction between 
the assumed circumstances of the 
foregoing and those actually encoun- 
tered in current practice is really 
only one of degree. As long as there 
is a considerable body of variable 
costs, direct costing appears to be 
sound, even in theory. However, if 
any substantial portion of the vari- 
able costs is eliminated, the method 
tends to lose its otherwise apparent 
soundness. In part, the confusion and 
controversy associated with direct 
costing results from failure to logically 
reason the method through to its in- 
evitable conclusion. 


Conclusion 
Accounting is aptly referred to as 
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the “language of business” and, as 
such, fulfils an important staff func- 
tion in business management. With 
the increasing growth and complexity 
of modern business, an increasing 
amount of cost information is neces- 
sary to guide management in making 
decisions. The truth of the matter 
is that both direct and absorption cost 
data are required. Accordingly, the 
controversy between direct costing 
and absorption costing should centre 
on which method provides a more 
satisfactory basis for recording and 
reporting costs. It is necessary to ap- 
praise carefully the comparative use- 
fulness of the data supplied by each 
method. Whichever method is chosen, 
it should then become the basis for 
recording and reporting costs, while 
the data from the other method that 
is required by management should be 
developed by supplementary records 
and analysis. The fact that direct 
costing lacks general acceptability is 
important; however, it is always pos- 
sible to convert the income statement 
to absorption costing for purposes of 
external reporting. Thus, it is almost 
possible to have one’s cake and eat 
it too. 


Episcopal Episode 

J. A. Keyden, C.A., addressing the Eighth Summer School of the Institute 
of Chartered Accountants of Scotland on “Human Relations in Industry”, 
stresses the need for the careful choice of words when dealing with the press. 
He tells the story of an archbishop in the United Kingdom who travelled to 
the United States on the Queen Mary and on arrival was asked to give a 
press conference. One reporter asked him if he would be visiting any night 
clubs in New York during his stay. After thinking very carefully, he said, 
“Are there any night clubs in New York?” Next morning the New York 
papers carried headlines: “Archbishop’s first question on arriving in America 

— ‘Are there any night clubs in New York?” 
—The Accountant’s Magazine, December 1960 
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Delegation of Authority 


HENRY C. GRANT 


ONE OF THE MOST common and con- 
stant concerns of management is to 
provide orderly means for the reduct- 
ion of uncertainties. Many of them 
are external to the organization and 
are economic or political in nature. 
Management devotes a great deal of 
skill and effort to plan for, and adjust 
to, these forces which are largely 
beyond its control. However, an en- 
lightened guess may be made of the 
nature, power and time of impact of 
these forces, and a wide array of 
techniques are available and used to 
reduce these guesses to the lowest 
probable error. 


The uncertainties which are intern- 
al to the organization stem in large 
measure from unclear delegation of 
authority. We shall describe and dis- 
cuss a commonly used method of be- 
ing more precise in this area of man- 
agement. Before doing so it should 
be pointed out that person-to-person 
relationships are heavily involved and 
that they are revealed in a most 
complex pattern of communications 
which only the behavioural! scientist 
may fully understand. Nevertheless, 
much has been written, of practical 
value for administrators and man- 
agers, which should protect them 
from false notions about rationality, 
authority and incentives. There is ap- 


pended to this article a short list of 
references which may be helpful in 
providing readers with a working 
knowledge of human behaviour in the 
environment of business. 

This paper will be limited to two 
aspects of the subject: first, the mean- 
ing of and need for delegation of 
authority; secondly, the systematic 
exploration of one method of delega- 
tion, which attempts to recognize the 
social and personal factors involved. 


Meaning and Need 


The term “delegation of authority” 
needs clarification. In management 
literature and practice there is un- 
certainty as to what actually is being 
delegated. One writer, in discussing 
the primary purpose of delegation, 
states that it is to provide: “Effective 
means of control, permitting top ex- 
ecutives to delegate wide responsibil- 
ity and authority, thereby freeing 
themselves of administrative detail in 
order to concentrate on broad plan- 
ning and direction.” This implies that 
the major purpose of delegation is to 
get rid of routine work, a concept 
which when accepted may have un- 
happy consequences. It can be the 
strongest incentive to the building up 
of excessive layers in management 
and the creation of “assistants to”. It 
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builds up resistance to delegation be- 
cause it emphasizes the imposition of 
lesser tasks and more controls. 

For our purposes Simon is more 
helpful when he states: “Administra- 
tive description suffers . . . from 
superficiality, over-simplification, lack 
of realism .. . It has refused to un- 
dertake the tiresome task of studying 
the actual allocations of decision- 
making functions. It has been satis- 
fied to speak of ‘authority’, ‘central- 
ization’, ‘span of control’, ‘function’, 
without seeking operational definition 
of these terms.” 


It is now widely accepted that 
adequate delegation of authority is 
the most effective means of develop- 
ing and maintaining participative 
management. It offers challenge and 
opportunity for all levels of manage- 
ment. Conformity is not the aim or 
the target. Properly conceived and ac- 
cepted, it provides management with 
the strength to adjust and innovate in 
achieving the objectives of the enter- 
prise. Top management has perhaps 
been oversold on machines and meth- 
ods which may make parts of the or- 
ganization more efficient. This, no 
doubt, stems from our North Ameri- 
can culture which encourages and 
rewards the specialist over the gener- 
alist. We are, unfortunately, more 
concerned with our means of travel 
than we are with the objectives, that 
is, the place to which we are going. 


The objectives of an enterprise are 
achieved by two means. These are 
(1) work activities, and (2) decision- 
making activities. The delineation of 
work, arranged for convenience into 
its most natural grouping, is common 
practice. From this exercise in dele- 


1 Herbert A. Simon: “Administrative Be- 
haviour” p. xiv. The Macmillan Company, 
New York, 1957. 


gation there can emerge a nicely 
drawn chart showing, in boxes, the 
titles of positions and the names of 
organizational units. Too often, how- 
ever, the boxes are empty. They are 
empty because the authority to make 
decisions has not been delegated along 
with the responsibility for organizing 
and directing a segment of the total 
operations. 


Responsibility “to” and “for” 

There should be no call for debat- 
ing whether or not responsibility can 
or cannot be delegated. Every person 
in a management position is respon- 
sible “to” someone and responsible 
“for” something. Responsibility “to” 
is not difficult to determine. If the 
operations as a whole have been 
broken down into functional manage- 
ment units, the chain of command is 
imposed vertically from the lowest 
or “first line” supervision through the 
shortest practical route to the top 
echelon. 


There are, quite often, two areas of 
friction in laying out the shortest and 
most logical route, and both are in 
the field of human relations. One may 
reside in a person with long service 
to the organization who, in a rather 
pleasant manner, has failed to measure 
up to what was once expected of 
him. This may be called negative 
friction in the sense that an addi- 
tional layer of management is re- 
quired to recognize and nullify his 
ineffectiveness. There may also be 
positive friction caused by the person 
who seeks short-cuts up and down the 
line in order to bolster his own sense 
of importance. The “responsibility to” 
concept has status implications which 
can best be resolved, or their effects 
minimized, by giving more emphasis 
to “responsibility for” and “authority 
to”. The first refers to the “area” of 
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command while the second deals with 
the “power” of command. The latter, 
if left unclear or undefined, may para- 
lyze or partially block effective ver- 
tical and horizontal relations. 


Horizontal Relationships 

It is most important to recognize 
the horizontal relationships which 
bear on these delegations of respon- 
sibilities and authority. That is to say, 
the operational activities of the com- 
pany having been divided into effec- 
tive working units, there still remains 
the major task of directing and con- 
trolling day-to-day activities into a co- 
ordinated whole. These segmented 
line relationships can be perfect from 
an engineering or mechanical point of 
view but may break down because of 
inadequate communication between 
people. There should be no mystery 
about this process, nor psychological 
jargon needed, to define its meaning. 
It can be stated quite simply: “Who 
speaks to whom on what?” In other 
words, who has the authority to make 
a decision? Who is consulted, if need 
be, before a decision is reached? Who 
must be informed of the decision 
taken? Who takes action? 

When these questions are answered, 
and only when they are fully 
answered, does the formal organiza- 
tion of an enterprise become mean- 
ingful. It becomes a dynamic rather 
than a static concept. It encourages 
constructive deviating administrative 
behaviour and nourishes innovation. 
This may sound like a paradox or 
even a heresy. If called the first, we 
accept it as being the result of our 
ineptitude of expression. If heretical, 
we accept it as such, for we strongly 
hold that most of those in middle 
management who are sent on so- 
called executive development courses 
return with their creative enthusiasm 
stimulated and their contributive 
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potential enlarged, only to be shackled 
by the conventional departmental en- 
vironment of their employment. 

It is perhaps too early to measure 
the effects, particularly on those in 
middle management, of mathematical 
decision-making programmed on a 
computer. So far the proven use has 
been in the area of routine activities 
where information can be quantified. 
Few will believe, however, that the 
introduction of operations research 
and E.D.P. into organizations engaged 
in moving people and commodities 
from place to place has in any signi- 
ficant degree contracted the perimeter 
of the critically unknown and uncer- 
tain elements of transportation nor 
reduced the need for imaginative and 
creative thinking at all levels of man- 
agement engaged therein. 


Formalities of Delegation 

Having expressed our concern over 
the dangers that lie in the use of 
dehumanized systems and procedures 
in organization planning, we are pre- 
pared to consider in detail one method 
among several which are in common 
use. 

The first step is to make a close and 
thorough examination of the existing 
organization of activities. There are 
four things to look for: (1) important 
tasks not now provided for or hang- 
ing in mid-air; (2) tasks, which were 
once important, that have lost most 
of their significance but continue to 
be organized as major activities; (3) 
old functional groupings that no 
longer mean anything; (4) unneces- 
sary activities which can be elim- 
inated. 

This information is obtained by 
various means. The usual practice is 
to interview all those in key manage- 
ment positions and obtain such in- 
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formation as is shown in exhibit 1. In 
addition a check-list of management 
activities is used with detailed ques- 
tions under the following headings: 
Program planning 

General management 

Personnel management 
Property management 
Improvement in policy proce- 
dures and methods 

6. Standards and costs 

7. Appraisal of results. 


It is most important in obtaining 
this information that the management 
group concerned is fully informed 
in advance of what it is expected will 
result from this survey. The job is, 
with their assistance, to take a pic- 
ture, not paint one. The suggested 
technique is aimed at obtaining depth 
of focus and clearness of detail in 
the middle-management segment of 
operations. 


OU 69 1 


Decisions at the Top 

The next step involves the active 
participation of whoever holds the 
senior management post. As the re- 
tainer of all responsibility and au- 


Exhibit 1 
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thority in the organization, he must 
clearly outline courses of action to be 
followed by his subordinates without 
reference to him. This sounds trite and 
obvious. The facts are, however, that 
too often the decisions which he has 
taken on delegation of authority were 
made under or after stress or under 
the pressure of contraction or expan- 
sion of operations, and were not com- 
municated in writing. If we were to 
look at delegation of authority as a 
major and continuing concern of man- 
agement in the same way as is done 
with other activities such as sales, cost 
control, etc., it would be kept under 
constant review against norms which 
measure its effectiveness. 

In order to measure objectively the 
extent and effectiveness of existing 
delegation of authority and to remove 
any inadequacies which were revealed 
in the survey of middle-management 
activities, it is imperative that the 
incumbent in the senior management 
position make a number of firm de- 
cisions on decision-making. These de- 
cisions become the most important 
elements in the position descriptions 


POSITION ANALYSIS QUESTIONNAIRE 
(For Management Positions ) 


1. To whom do you report or who supervises your work? 


INNO SUR on ee 


2. What persons do you directly supervise and wie are the titles of their positions? 
3. What persons are not supervised by you but with whom you have day-to-day work 


contacts? What are their position titles? 


4, List the major decisions which you are authorized to make without reference to higher 


authority. 


5. List the major decisions which you have to make after consultation with someone 
else. For each such decision name the person or persons with whom you consult. 


6. List the persons who consult with you before they make a decision or take action and 


on what. 
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DELEGATION OF AUTHORITY 


for subordinates which must be writ- 
ten without equivocation as to what 
authority is delegated and with clarity 
as to what is reserved.? This is not 
easily achieved. As suggested pre- 
viously, it involves the determination 
of not only who makes the decision 
and on what, but who collects and 
compiles data for decision-making 
and/or makes recommendations; who 
must be consulted before a decision 
is made, and who takes action. The 
number and kind of decisions made 
are to a large extent unique to in- 
dividual organizations. Nevertheless, 
the broad areas of decision-making 
are characteristic of all enterprises and 
relevant to all senior executive posi- 
tions. In what follows we suggest the 
most common zones of decision- 
making and give examples of deci- 
sions that need to be taken in one of 
them. 


Production or Manufacturing 

Regarding operations, the question 
is who has authority to decide: num- 
ber and kind of machines; number 
and kind of workers to be employed 
in line activities; kinds and amounts 
of material (a) to be purchased, (b) 
to be stocked; design of new pro- 
ducts; changes in design of old pro- 
ducts; scheduling of capacity; produc- 
tion controls needed; amount of ex- 
pediting needed to check manufactur- 
ing against time schedules and quan- 
tities. 

Regarding control, the question is: 
who has authority to decide methods 
and means of preparing production 
forecasts and budgets; kind and 


2A position and a job, in the technical 
sense, are now customarily differentiated 
as follows: a position is a group of tasks 
performed by one person. Hence an or- 


237 


amount of production records and 
reports required; nature of the phy- 
sical control and cost control of in- 
ventories; methods of evaluating pro- 
duction results against standards and 
objectives. 

Regarding research and develop- 
ment, the question is: who has au- 
thority to decide how products are 
designed to meet customer require- 
ments; plans, specifications, processes 
and pilot runs for specific product 
development; nature and extent of 
applied engineering research and de- 
velopment to keep ahead of competi- 
tion; nature and extent of quality 
control. 


Other Operating Zones 

The other operating zones are 
similarly analyzed. These would be: 

Sales activities with relevant ques- 
tions under: field sales distribution; 
sales control and evaluation; market 
research, 

Financial activities with appropriate 
items under: budgetary control; ac- 
counting control; auditing control. 

Personnel management activities 
embracing: pay scales; number of per- 
sons to be employed; hiring; promo- 
tions; termination, etc. 

It is important to note that in the 
method described above there has 
been active participation by the per- 
sons most concerned. Those subordin- 
ate to top management have taken a 
fresh look at their duties and the ade- 
quacy of the authority delegated to 
them. The top manager may see for 
the first time that the structure of his 
organization is a cluster of relation- 


ganization includes as many positions as 
employees. A job is a group of similar 
positions in an organization. One or many 
persons may be employed in the same job. 
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HARDSELL CORPORATION 
Post Description 


Position Title: Plant Superintendent (or Department Manager, Manufacturing ) 


I 


II 


General Duties 
Controls and coordinates all activities in the production of (or manufacturing 


of ) 


supervises the work of various sections directly or 


through subenlinake foremen; interprets and executes the overall manufacturing (or 


production ) policies laid down by the general manager. 


Responsibilities and Authority 


The responsibilities and authority stated below are subject to established policy. 


A. Activities and Operations. 


_E 


10. 


11. 


12. 


13. 


14. 


Receives from the general manager information on policies for producing 
(manufacturing), packaging, plant facilities and equipment operation, en- 
gineering, maintenance, plant and process design, and administers such 
policies and conducts such activities for the company. 

Formulates and recommends for approval proposals for policies on producing 
(manufacturing), packaging, plant facilities and equipment operation, main- 
tenance, plant and process design, and warehouse construction activities. 
Recommends new or altered products and the discontinuance of products 
or lines. 

Submits to the general manager, at requested periods of time, assessments 
of available productive capacity. 

Plans and controls production and related activities in conformity with pro- 
grams or schedules laid down by production planning and control. 

Receives and implements production schedules and prepares requisitions for 
materials and supplies in accordance therewith. 

Maintains effective contact with production planning and control in regard 
to interpretation and modification of production schedule arrangements in 
order to provide speedy progress of priority orders. 

Brings to the attention of the general manager, in due time, items in respect 
of which he believes that scheduling or standards cannot be met. 

Plans and undertakes, at least once a year, a review of manufacturing and 
handling methods and reports on same to the general manager in writing. 
Ensures that cost standards laid down for components, assemblies and/or 
finished products are adhered to. 

In conformity with the procedures laid down, provides opportunity or facilities 
for the inspection of products while in process and/or in inter-operation stores. 
In consultation with the plant engineer, ensures that the routine maintenance 
and overhaul schedules are fully carried out with the minimum loss of pro- 
ductive time; plans appropriate schedules for the routine maintenance of plant 
and equipment to conform with financial and production policies. 

Maintains orderliness, cleanliness and tidiness in the premises under his super- 
vision and provides safe custody for all items of the company’s property, in- 
cluding materials and tools entrusted to his use. 

Develops and promotes the safety and accident prevention program for the 
activities under his supervision. 





D 


bed me eo Ot 








3) DELEGATION OF AUTHORITY 


239 


Exhibit 2 (Cont'd) 
HARDSELL CORPORATION 
Post Description 


B. Organization. 


Z; 


2. 


Recommends changes in the basic structure and complement of his organiza- 
tional unit. 

Maintains an adequate complement of personnel to ensure that manufactur- 
ing programs are met and that the related services to support the program 
are available. 

Prepares post and job descriptions for employees under his supervision not 
subject to union agreement and recommends wage rates for the same. 


C. Personnel. 


A. 


2. 


tT. 


Advises and assists the general manager in negotiating and administering 
agreements with labour unions. 

Conducts all negotiations with union representatives in relation to matters 
affecting his oversight within the general union contract. 

Establishes and supervises training where needed and practicable for new 
employees under his supervision. 

Ensures that the company’s personnel policy is known to foremen and to all 
personnel under his supervision and that it is correctly carried into effect. 
Ensures that foremen maintain adequate contact with the personnel officer 
and conform with the approved practices in regard to hiring, promotion and 
firing. 

Subject to established personnel policy, hires, promotes and terminates em- 
ployees within the limits of the approved basic complement of his organiza- 
tional unit. 

Approves vacations and personal leave for employees under his supervision. 


D. Finance. 


a. 


2. 


Advises and assists the general manager in the preparation of the annual 
budget for manufacturing (production). 

Administers funds allotted under the approved annual budget, or any approved 
extraordinary or capital expenditure for manufacturing. 


III Relationships 


hs 
2. 


Reports to the general manager. 

Coordinates his efforts and cooperates with chief engineer (design and de- 
velopment), production controller, comptroller, and purchasing agent, and 
accepts functional guidance from them within their province. 


ships which are based on decision- 
making authority. 

It is now possible to write position 
descriptions which clearly provide for 
adequate delegation of authority. An 
illustrative sample is provided in ex- 
hibit 2. 


Summary 

The purpose of delegation of au- 
thority and the formal means of dele- 
gation should emphasize the full de- 
velopment of the potentials of sub- 
ordinate managers rather than the 
domination of the individual by con- 
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trols. Adequate delegation should en- 
courage new and original approaches 
and minimize the need for authority 
and status to induce rational adminis- 
trative behaviour. 


The method described to formalize 
the delegation of authority may, in 
addition, assist a top manager in find- 
ing out what is really going on in the 
organization and reveal how others 
accept his leadership. It should also 
improve his managerial performance. 


Suggested Reading 
E. F. L. Brech, “Organization, the Frame- 


work of Management”, Longmans, Green 
& Company, Toronto, 1957. 


H. A. Simon, “Administrative Behaviour”, 
Macmillan Company, New York, 1957. 
Chris Argyris, “Understanding Organiza- 
tional Behaviour”, The Dorsey Press, Inc., 

Homewood, Illinois, 1960. 

The following articles in The Harvard Busi- 
ness Review: “The Administrative Fal- 
lacy”, vol. 38, no. 4, July-August, 1960. 
“Job Descriptions for Executives”, vol. 
37, no. 5, September-October, 1959. 
“Freedom, Authority and Decentraliza- 
tion”, vol. 36, no. 3, May-June, 1958. 

American Management Association, “Defin- 
ing the Manager’s Job”, The A.M.A. 
Manual of Position Descriptions, 1958. 


Men Who Read 


I have found that through native inclination, environment, or 
special circumstance, men who are aware of language have become 
so by being intelligent and appreciative readers — of newspapers, of 
magazines and trade papers, of books. Similarly, they have become 
keenly aware of the spoken language around them. 


Such men are constantly on the lookout for the new word, or 
the unusual use of the familiar word. They hungrily harvest the fresh 
phrase, the crisp turning of an idea, the crystal-clear handling of 
a difficult fact, and the sentence “carved from oak”. 


They are constantly in training for the challenging task of ap- 
praising how well or how poorly a piece of writing communicates. 
They are constantly appraising how clearly or how obscurely it ex- 
presses the fact, thought, emotion, or idea that the writing exists 


to convey. 


If we, as individuals, could take steps to add ourselves to the 
ranks of such men, we would be doing what we can about over- 
coming the written communication problem of business. 


—L. C. Keyes, “Profits in Prose”, Harvard 
Business Review, January-February 1961. 





se Soe co 


CT Lf rst ee 


a ee ee, eel 





A New Look 


at 


Profit Sharing 
WILLIAM D. WELSFORD 


On Marcus 31, 1960, the Honorable 
Donald Fleming, Minister of Finance, 
made the following statement in his 
budget address: 

“,.. In various parts of the country 
increasing use is being made of plans 
by which employers share a portion 
of the annual profits with employees, 
thus providing a source of funds to 
assist the individual to plan for his 
eventual retirement. Special tax rules 
for profit-sharing plans have been in 
existence for some time. These rules, 
however, do not permit employees to 
defer taxes on amounts contributed 
to these plans on their behalf. Largely 
for this reason they have been criti- 
cized as being insufficient to allow the 
fulfilment of the potential social use- 
fulness of profit-sharing plans .. . 

“... The improved facilities to be 
made available for employees’ profit- 
sharing plans will constitute an im- 
portant piece of social legislation with- 
in the framework of the Income Tax 
Act. In its distinctive way, this will 
supplement the growing body of social 
security measures that have been 
sponsored by the government. It may 


be that the medium of profit sharing 
will provide fresh opportunities for 
capital, labour and management to 
work out new forms of cooperation 
amongst themselves in various in- 
stances. Neither expense nor obliga- 
tion will be imposed, however, upon 
groups and organizations that do not 
choose to assume them...” 

At that time Mr. Fleming stated 
that he proposed to introduce later 
on in the session a special bill on 
employees’ profit-sharing plans which 
would be given its first reading only 
with the enactment of the legislation 
during the next session after interested 
parties had been given the opportun- 
ity to make their representations. On 
July 15, 1960, bill C-84 was introduced 
which set out provisions of a new 
section 79C of the Income Tax Act, 
“Deferred Profit Sharing Plans”. 


Bill C-84 

This bill makes provision for a new 
class of profit-sharing plans called 
“deferred profit-sharing plans”. Such 
plans as would qualify under this new 
legislation will be submitted to the 
Minister of National Revenue for 
registration, probably in the manner 
similar to that in use for pension 
plans. Participants will be exempt 
from tax in the year in which alloca- 
tions are made to their account. In the 
year of withdrawal on death, retire- 
ment or termination of employment, 
the full amount will be taxable ex- 
cept for certain amounts upon which 
tax had been paid previously. The 
taxable portion will either be included 
as ordinary income in a year, or the 
employee will be provided the right 
to elect to pay tax on the three-year- 
average formula under section 36 of 
the Act. Provision is made for the 
transfer of final settlement to a regis- 
tered retirement savings plan where 
it is desired to provide a life pension. 
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The employer may contribute “out 
of profits” up to a maximum limit 
of $1,500 per employee, which amount 
will include the employer's current 
service contributions under a regis- 
tered pension fund. Partial with- 
drawals while in service are permit- 
ted for “reasonable cause”. Any par- 
tial withdrawal must be treated as 
ordinary income in the year of receipt. 
There is no limitation in the bill on 
the investment in the fund of com- 
mon shares of the employer. No part 
of the fund may be permitted to be 
invested in notes, bonds, debentures 
or similar obligations of the employer. 
The plan must provide that each of 
the trustees under the plan shall be 
resident in Canada. Provision is made 
for the treatment of plans which 
presently qualify under section 79 
“Employees’ Profit-Sharing Plan” on 
amounts transferred into the new 
plan. 


A somewhat unusual provision in 
the proposed legislation deals with 
the method of disqualification of a 
plan where the employer appropriates 
any of the funds other than in pay- 
ment for shares of the employer pur- 
chased by the trust. The amount so 
appropriated shall be included in 
computing the income of the employ- 
er unless it is repaid to the trust with- 
in one year from the end of the 
taxation year. Providing it is estab- 
lished by subsequent events that the 
repayment was not made as part of a 
series of appropriations and repay- 
ments, the plan will not be disquali- 
fied. Where a plan is revoked by the 
Minister for use of the funds by the 
employer or for any other reason that 
might cause disqualification, it shall 
not be accepted for re-registration be- 
fore a period of one year. The trust 
shall cease to be exempt from tax for 
this period. No deduction shall be al- 


lowed to the employer in respect of 
any contribution made during this 
period. Bill C-84, as it is presently 
constituted, does not permit employee 
contributions made under such a plan 
to be allowed as a deduction for pur- 
poses of the Income Tax Act. 


Employer Contributions 

It is expected that there will be 
many representations to the Depart- 
ment of Finance on many of the pro- 
visions contained in this bill. In par- 
ticular the $1,500 limit on employer 
contributions, inclusive of employer 
current service contributions towards 
a pension plan, tends to aggravate an 
already onerous situation in pension 
plans. Where an employer has a pen- 
sion plan, the employer is permitted, 
as a deduction, the cost of the plan 
where the amounts for each employee 
are readily identifiable, as is the case 
in a simple money purchase pension 
plan, up to a maximum amount for 
any one employee of $1,500. Where 
the amount is not readily identifiable, 
as is the case in an average earnings 
pension plan, regulation 2700 sets out 
the manner for determining the cost 
of the plan as a percentage of par- 
ticipating payroll. Contributions 
deemed to be made on salaries in ex- 
cess of an amount determined by 
$1,500 divided by the average per- 
centage cost are disallowed as a de- 
duction. 


This rather cumbersome approach 
results in increasingly severe inequit- 
ies against the higher-paid employees, 
depending on the type of plan, meth- 
od of funding, average age plus many 
other factors that must be taken into 
consideration in establishing the 
proper cost. Any dollar limit, of 
course, will create inequities unless it 
is sufficiently high. There does not 
appear to be any logical reason for 
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A NEW LOOK AT PROFIT SHARING 


having any dollar limitation, other 
than political reasons. If a maximum 
limitation is considered essential, a 
more appropriate form would be as a 
reasonable percentage of payroll, such 
as 15%. 

If an employer who has a pension 
plan adopts a deferred profit-sharing 
plan, under bill C-84 as proposed, no 
employer contributions will be per- 
mitted as a deduction in respect of 
those employees who are already af- 
fected by the maximum limitation un- 
der pension legislation. 

It would appear appropriate, there- 
fore, that those who are making rep- 
resentations to the government will 
seek either a separate limitation from 
pension plans for allowable profit- 
sharing contributions or a substantial- 
ly higher-dollar limit if profit-sharing 
contributions are to include pension 
contributions. 

Bill C-84 makes provision for pres- 
ent employee profit-sharing plans 
which qualifiy under section 79 to 
elect to transfer to the new section 
79(c) when implemented. It may be 
expected that most existing plans will 
elect to transfer over, providing the 
appropriate provisions under the new 
legislation are reasonable. 


Although at present section 79 ex- 
empts capital gains from tax and per- 
mits the 20% tax credit on dividends 
received from common shares of 
Canadian corporations, careful studies 
by the Legal and Legislative Com- 
mittee of the Council of Profit-Sharing 
Industries and other responsible par- 
ties under both conservative and 
liberal assumptions show fairly con- 
clusively that the deferment of tax on 
contributions, as provided under bill 
C-84, provides larger accumulations 
after tax at retirement than does the 
present legislation under section 79. 
In addition, there are many intangible 
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advantages in favour of deferment. 
The principal one is that the money 
to pay the tax will be readily avail- 
able in the year of withdrawal as op- 
posed to the present method of re- 
quiring tax to be paid on each alloca- 
tion regardless of whether the member 
receives the benefit. 

In general, this bill represents a 
substantial improvement, and if the 
bill is implemented as expected, with 
whatever improvements the govern- 
ment sees fit to include, it may be 
that there will be an enhanced inter- 
est in profit-sharing plans. 


Difference in Purpose 

It may be useful at this point to 
refer to the difference in purpose of 
pension and profit-sharing plans. 

The cardinal purpose of a pension 
plan is to provide, through accumu- 
lated contributions on the part of the 
employer and the employee concern- 
ed, a determinable sum on retirement, 
payable over the remaining lifetime 
of the employee. One of the main 
purposes of a profit-sharing plan is to 
identify the employee with the for- 
tunes of the enterprise for which he 
works, sharing in the profits where 
there are profits, and sharing in the 
reverses of the company through fore- 
going any contribution from the com- 
pany in years where profits are not 
earned. In a sense, the profit-sharing 
member shares the risk venture of our 
free-enterprise system. 


Philosophy of Profit Sharing 

The Council of Profit Sharing In- 
dustries defines a profit-sharing plan 
as any procedure under which an em- 
ployer pays to all employees, in ad- 
dition to good rates of regular pay, 
special current or deferred sums, 
based not only upon individual or 
group performance, but on the pros- 
perity of the business as a whole. 
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By this definition a profit-sharing 
plan precludes piece work incentives, 
thrift plans, stock purchase plans, 
management bonus plans, etc. A pro- 
fit-sharing plan by this definition is 
one that is available to all salaried 
employees and/or to all hourly rated 
employees. A_ profit-sharing plan 
stresses group cooperation and incen- 
tive as opposed to individual incent- 
ive. This, of course, does not mean 
that advocates of profit-sharing plans 
do not favour individual incentives. 
In fact, a considerable proportion of 
them have adopted piece-work in- 
centives in addition to profit sharing. 
Normally piece-work incentives are 
only applicable to a limited group of 
employees where the type of work is 
such that it can be measured fairly 
accurately. In most cases a large bulk 
of employees cannot participate in 
piece work incentives because of the 
practical problem of measuring the 
work of one individual compared to 
another. 


If the purpose of industry is to ad- 
vance material and social well-being, 
which must be two of its fundamental 
functions, it is of paramount import- 
ance that cooperation exist among 
capital, labuur and management. 
Management should constantly be 
alert to achieve better cooperation, 
particularly with labour. Labour 
equally must share its portion of this 
responsibility, for, if this is not done, 
then industrial strife will continue in 
all its forms which are so costly to our 
society. 

It is important to emphasize that 
profit sharing does not take the place 
of good management and is not the 
only way for industry to accomplish 
its purpose. Profit sharing, however, 
has proven itself to be one effective 
way, under certain circumstances, of 
achieving better cooperation between 
management and labour with the re- 


sulting effects of less industrial strife 
among those companies which adopt 
it. It is not a substitute for unions al- 
though a high proportion of compan- 
ies with profit-sharing plans do not 
have unions. 


Profit Sharing and Unions 

Unions at the local level may be 
expected to support profit-sharing 
plans. Support by unions at the 
national level, however, is not to be 
expected. At this stage in our devel- 
opment of industrial labour relations, 
the union executives can recall vividly 
the trials and tribulations, bitterly 
won accomplishments and defeats 
over a score or more years that have 
gone into the union’s present domin- 
ant position in many of our areas of 
industry. Therefore, any trend that 
might tend to reduce the union’s get- 
ting sole credit for obtaining further 
benefits is bound either to be opposed 
or to be looked on with suspicion 
until time has been able to dispel any 
such thoughts. 

A profit-sharing plan does not de- 
stroy a union or lessen its effective- 
ness. It will, of course, make the 
union less militant as cooperation 
cannot develop where one faction 
continually takes dogmatic positions 
on issues even if it believes that the 
position taken is reasonable. 


Many profit-sharing plans have 
been extended to cover union em- 
ployees. In some cases the profit-shar- 
ing plan is referred to in the collective 
bargaining agreement. However, it 
does not normally take a form that 
permits it to be considered as an issue 
which can be equated in common col- 
lective-bargaining terms. 

Under certain ideal conditions 
union support can enhance the suc- 
cess of a profit-sharing plan. Such 
conditions, unfortunately, are not 


normally to be expected. It is essen- 
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A NEW LOOK AT PROFIT SHARING 


tial, of course, that management give 
proper leadership in the operation of 
a profit-sharing plan. 


If profit-sharing becomes a collect- 
ive bargaining issue, under other than 
ideal conditions, the accompanying 
results could be diametrically oppo- 
site to those which are presently be- 
ing achieved. Instead of the increased 
cooperation in productivity, there 
could be a decrease. The philosophy 
could well develop into “let the other 
guy do it, I am going to get my share 
anyway”. In addition, once profit shar- 
ing became a negotiated item, every- 
thing within the provisions of the 
plan would also be negotiable, in- 
cluding the percentage of profits, 
overhead expenses, management ex- 
penses, etc. 

If a profit-sharing plan were to be- 
come negotiable, the suppositional 
effect on a company would cause 
much concern to the plan’s advocates, 
particularly if the company is union- 
ized. 

It is universally recognized that 
every person has latent abilities which 
remain dormant unless some occur- 
rence requires him to accomplish a 
feat thought to be beyond his capa- 
bilities. How to encourage people to 
give more of themselves as a part of 
their normal working routine is a 
question for which no simple solution 
is available. But if Canada is to main- 
tain its position over the long term in 
the competitive free-world markets, 
then our productivity must be in- 
creased not only by automation but 
also by individual effort. How to 
achieve this end is the supreme task. 


A profit-sharing plan, to be success- 
ful, must benefit not only the workers 
but also the shareholders, for it 
would be unreasonable to expect the 
shareholders to give up a share of 
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their equity in the business unneces- 
sarily. Many companies, after a profit- 
sharing plan has been in effect for 
some years, have asked their share- 
holders their views on profit sharing. 
In every case the shareholders have 
voiced overwhelming approval of the 
plan. 


Communication to Employees 

Before a company adopts a profit- 
sharing plan, the senior management, 
and most of all the president, must 
be convinced beyond a shadow of a 
doubt that the plan should be made a 
part of the company’s normal opera- 
tions. If this condition does not pre- 
vail, or if management looks upon the 
plan as an experiment, in all likeli- 
hood it will not be a success. Prob- 
ably the greatest problem in achiev- 
ing the desired results of a profit- 
sharing plan is to communicate man- 
agement’s philosophy and ideals to 
the employees. The senior manage- 
ment must be so determined to make 
their plan successful that they will 
find ways and means to spread their 
thinking throughout the whole of the 
staff. This can be accomplished by 
the medium of posters, a company 
paper, or a profit-sharing committee, 
or by periodical meetings with the 
foremen or other groups of employees. 

The employees should be kept in- 
formed of the company’s progress, 
good or bad, and given reasonable ex- 
planations for any changes. 

Profit sharing is not a panacea 
which will solve all of management’s 
problems, but it is a tool which an 
ever-increasing number of companies 
are finding successful. It may be ex- 
pected that with new legislation en- 
couraging their growth and develop- 
ment, there will be considerable in- 
terest in profit-sharing plans in the 
near future. 








The Cooperative Plan for 
Accounting Education 


THE DEVELOPMENT of future business 
and professional leaders continues to 
be a compelling objective of col- 
legiate education for business. How- 
ever, the manifest increasing em- 
phasis on a graduate’s immediate pro- 
ductivity in his first employment sug- 
gests the need for appraising the 
mutual contributions of both educa- 
tion and business. The transition 
from formal education to accounting 
practice, from theory to practical ap- 
plication, exposes a breach, some- 
times of unusual and immoderate di- 
mension. The atmosphere of urgency 
and practicality which conditions the 
formulation of business decisions is in 
striking contrast to that climate of 
control and detachment which pre- 
vails in the classroom. The problems 
of postgraduation adjustment and 
orientation are compounded by the 
size and complexity of many enter- 
prises, which hinder, even frustrate, 
the neophyte accountant. Opinion 
has not yet crystallized as to wherein 
responsibility rests for meeting the 
challenges posed by this interim ex- 
perience; however, there is consensus 
that the adventure continues to be a 
costly one. 


Notwithstanding the transitional 


THOMAS H. WILLIAMS 
AND CHARLES H. GRIFFIN 


problems involved, public account- 
ants in the United States generally 
affirm the desirability of some experi- 
ence for new entrants to the profes- 
sion prior to attaining status as cer- 
tified public accountants. The Com- 
mission on Standards of Education 
and Experience for Certified Public 
Accountants recognized “some ex- 
posure to actual accounting opera- 
tions and procedures to be a highly 
desirable part of the formal education 
of an individual interested in public 
accountancy”. Accordingly, many 
states still require experience in ac- 
counting—frequently public account- 
ing — before awarding the C.P.A. 
designation. It is significant, however, 
that the experience time-interval 
apears to be gradually shortening. 


Curricular Controversy 

The dilemma of long-range educa- 
tional objectives and short-run busi- 
ness needs is not unique to the 
United States. The Canadian ac- 
countant is no less concerned, as evi- 
denced by a restatement of the prob- 


1“Standards of Education and Experience 
for Certified Public Accountants” (Ann 
Arbor, Michigan: University of Michigan 
Press, 1956), p. 135. 





Reproduced with permission of the University of Cincinnati from its College of Business 
Administration Bulletin, 1960-61, p. 14. 
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lem by Professor Kenneth F. Byrd 
in The Canadian Chartered Account- 
ant, May 1954: 

“Initially, of course, the graduate 
straight from the university will show 
to disadvantage in practical experi- 
ence, compared with the student who 
has had practical experience since his 
school days. But in the long run it 
seems certain that if the university 
training has been thorough and the 
student has not simply wasted his 
time, the habit of thinking things 
through and working from basic prin- 
ciples will prove its worth. . . . The 
learning of specialized techniques 
. . . begins on the job, when all the 
sound knowledge of theory and prin- 
ciple acquired in a long course of 
educational preparation can be ap- 
plied to working out the problems 
that present themselves in practice”.? 


This emphasis on a core of basic 
knowledge, usually provided by the 
traditional liberal arts curricula, has 
recently become a point of cen- 
tral focus by American business edu- 
cators. Two research studies, elabor- 
ate in scope, have offered indictment 
of collegiate education for business 
for its alleged overspecialization and 
unnecessary proliferation of courses 
in specialty areas. They express the 
belief that professional education for 
business should be superimposed 
upon a broad base of general educa- 
tion. Typical of their comments is 
the following: 


“... the special area of undergrad- 
uate and graduate business schools 
appears to lie in the application of 
general knowledge and_ scientific 
methods to significant issues of busi- 
ness policy. At the undergraduate 
level it is particularly important that 


2K. F. Byrd, “Professional Accountancy,” 
CCA, May, 1954, pp. 287-288. 
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students get the foundation prepara- 
tion they will need in their later 
careers. .. . At the same time, both 
undergraduate and graduate work 
needs to be kept in a broad context 
and limited to problems of solid 
analytical content”.® 

Yet, significantly, reference is made 
to the role of experience in business 
education, e.g. “ideally, the business 
student’s formal education should be 
combined with business experience of 
a sort that will help to give greater 
meaning to his formal professional 
training” .* 

The role of the accounting edu- 
cator is therefore curiously paradox- 
ical in nature. On the one hand, he is 
charged with equipping the student 
with the tools of his art in such man- 
ner as to promote an orderly transi- 
tion to a productive employment 
status. At the same time, he is en- 
couraged to avoid overemphasis on 
specialization and technique which 
are calculated to favourably contribute 
to this transition. As is often the case, 
it appears that compromise may 
produce the most fortunate result. 
Patently, there is an increased inter- 
est in broad general knowledge to 
support professional business educa- 
tion. Concurrent with this interest 
there are also countering pressures 
which seek to direct even greater at- 
tention to technical and specialized 
training. Perhaps the experience of 
cooperative education may suggest 
an appropriate time sequence of an 
education-experience blend which 
will have appeal for both viewpoints. 


3F, C. Pierson and others, “The Education 
of American Businessmen” (Toronto: 
McGraw-Hill Book Co. Inc., 1959), 
Dp. xi. 

+R. A. Gordon and J. E. Howell, “Higher 
Education for Business’ (New York: 
Columbia University Press, 1959), p. 372. 
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Early Cooperative Education 


Perhaps the earliest exponent of 
the marriage of theory and practice 
was Herman Schneider, an instructor 
of civil engineering at Lehigh Uni- 
versity. Seeking improvements in en- 
gineering instructional method, he 
became impressed with the promised 
value of education produced in al- 
ternating periods of work experience 
and theoretical training. Although 
recognizing the usefulness of tradi- 
tional educational methodology for 
many disciplines, Schneider rejected 
its value for the practical arts and 
sciences because of its remote and 
hypothetical approach to the appli- 
cation of basic principles. He pro- 
posed that students be employed by 
industry while currently enrolled in 
college, not as part-time extra-cur- 
ricular work, but within the frame- 
work of a carefully conceived, well- 
integrated, university-industry plan. 
As early as 1902 Schneider con- 
jectured that the following benefits 
should derive to the engineering stu- 
dent following this plan: 


1. A foundation in the basic princi- 
ples of science. 

2. Ability to use these principles in 
practice. 

3. An understanding of engineering 
in general, as well as of one spec- 
ial department. 

4. A working knowledge of business 
forms and processes. 

5. A knowledge of men as well as of 
matter. 

6. Drill and experience in the follow- 
ing essentials: 

(a) Doing one’s best naturally 
and as a matter of course. 
(b) Prompt and intelligent obe- 

dience to instructions. 
(c) Ability to command _intelli- 
gently and with toleration. 


(d) Accuracy and system. 

(e) Ability to write clearly and 
concisely, and to _ present 
technical matter interestingly 
before an audience. 

7. Ability to meet social requirements 
easily. 

8. An appreciation of humanity’s best 
achievements.® 

Upon joining the engineering 

faculty of the University of Cincin- 
nati in 1903, Schneider continued to 
press for the acceptance of his pro- 
gram. Here, despite the opposition of 
a faculty steeped in the traditions 
and standards of classical education 
and with little or only moderate en- 
couragement from the business com- 
munity, the embryo plan was nurtur- 
ed, refined and vitalized. It was adop- 
ted for the College of Engineering in 
1906, when 27 students, recruited 
with difficulty, became the pioneer 
participants in cooperative education. 
The program prospered and was ac- 
cepted for the College of Business 
Administration in 1919. The new ap- 
plication also proved a fortunate one, 
and present enrolment in the College 
of Business Administration rivals that 
in the College of Engineering. 


The System in Operation 

The present Cincinnati program 
calls for the completion of five years 
of mutually reinforcing classroom in- 
struction and work experience pre- 
vious to the conferring of baccalaur- 
eate degrees in business administra- 
tion. All students during the first year 
are campus residents for 35 weeks. 
This period is divided into 7-week 
segments, or terms. Three such terms 
(21 weeks) are normally required for 


5C. W. Park, “Ambassador to Industry” 
(Indianapolis: The Bobbs-Merrill Co., 
1943), pp. 52-53. 
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THE CO-OPERATIVE PLAN 
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SEC I 


the completion of individual courses. 
At the end of each term an appraisal 
is made of the student's performance. 
This appraisal is considered merely 
provisional; the final grade measure- 
ment is deferred until the completion 
of the course. 

After 28 weeks of the freshman 
year, students are divided into two 
sections, one continuing classroom 
work with the other initiating the co- 
operative work program. Thereafter, 
for the remainder of the 5-year plan, 
these sections alternate in on-the-job 
training and classroom instruction, 
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one group returning to campus, con- 
current with the beginning of work 
experience for the second. The ac- 
companying diagram discloses that, 
during the second, third and fourth 
years, the student completes 21 weeks 
of classroom instruction, 26 weeks of 
cooperative work training, and en- 
joys five weeks of vacation. It may 
also be observed that the final year’s 
work is shortened to permit cooper- 
ative students to graduate with those 
in the liberal arts and other colleges 
at the annual spring commencement. 
The plan as implemented over a 5- 
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year period corresponds academically 
with the traditional 4-year program. 

Much of the strength of the co- 
operative program must derive from 
the selection of work training which 
will complement and support the in- 
class instruction. Responsibility for 
this integration rests with a depart- 
ment of coordination and placement. 
This department must select an ap- 
propriate employment with cooperat- 
ing businesses and professional firms, 
advise and counsel students in their 
work assignments, and offer effective 
liaison between the university and 
the employer. In the initial employ- 
ment, an attempt is made to provide 
the student with nonspecialized busi- 
ness training. This type of experience 
is believed to be desirable at the be- 
ginning of the work program. Sub- 
sequently, effort is made to select 
those assignments which will permit 
more specialized training in the area 
of the student’s academic pre-occu- 
pation. Accounting students are fre- 
quently given training in public, in- 
dustrial and governmental account- 
ing. They are assigned to those jobs 
for which their demonstrated talents 
seem to make them particularly 
suited; the compensation awarded is 
competitive with prevailing rates for 
other employees of similar skills en- 
gaged in the same types of work. 
Significantly, the cooperative pro- 
gram permits administrative re- 
arrangements where desirable for the 
university, student or cooperative 
employer. For example, those stu- 
dents employed in public accounting 
often continue in their cooperative 
work for two consecutive terms 
during the season of peak activity, 
thereafter to return to the classroom 
for two terms of academic instruct- 
ion. 

In order that the university may 
periodically gauge the progress of 


students on their cooperative work 
assignments, employers are asked to 
submit evaluative reports at the 
completion of work periods. The 
student is required to render periodic 
reports detailing various conditions 
of his work experience. By means of 
such a system of reporting, together 
with supervisory counselling, the de- 
partment of coordination and place- 
ment is able to promote more ef- 
fectively the maximum benefit for the 
cooperative arrangement. 

This description of the operation of 
the system does not pretend to be a 
prototype for other institutions 
where the academic and _ industrial 
climates are not so complementary. 
Rather, it represents only the present 
status at the University of Cincinnati 
where it has experienced its most 
rapid growth and refined develop- 
ment. 


Advantages of Cooperation 

The contributions of cooperative 
education can now be measured in 
the light of approximately 60 years 
progress at the University of Cincin- 
nati, 40 years of which have been in 
the field of business education. The 
following appraisal suggests some of 
its benefits: 


Advantages to the Student 

The student’s industrial experiences 
help him to participate intelligently 
in the shaping of his education in 
many ways, such as: 

(a) The practical test of his in- 
clinations and adaptability help him 
to decide on a suitable type of work. 

(b) He is stimulated to make or- 
iginal investigations and to learn the 
practical applications of the theories 
he is studying in college. 

(c) His first-hand contacts with 
other employees and with problems 
of labour management increase his 
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understanding of the human factors 
in industry. 

(d) Industrial discipline helps him 
to form good work habits and to 
acquire a feeling of self-reliance and 
a sense of responsibility. 

(e) He has an opportunity for 
partial or perhaps total self-support, 
and can command a better salary 
upon graduation than can the “regu- 
lar” student. 


Advantages to the Cooperating Firm 

The cooperating firm benefits in 
several ways, among which are the 
following: 

(a) Carefully selected employees 
are trained in company organization 
and procedures while securing a 
technical education, without the ex- 
pense to the firm of maintaining a 
training school. 

(b) Experience shows that many 
of these employees remain with the 
employing firm after graduation. and 
that they are qualified to fill impor- 
tant key positions. 

(c) The exchange of ideas among 
students, coordinators, and  super- 
visors leads naturally to the university 
becoming interested in the problems 
of industry, and ultimately to its be- 
coming a centre for basic research in 
these problems. 


Advantages to the College 

In addition to the larger service 
which the cooperative school renders 
to its students and the employing in- 
dustries, there are advantages within 
the school itself, among which the 
following are outstanding: 

(a) The double test of academic 
fitness and _ industrial suitability 
speeds up the process of elimination 
of unqualified students. 

(b) The industrial contacts of the 
students permit the elimination of 
much descriptive technical matter 


from courses, allowing correspond- 
ingly greater emphasis to be placed 
on fundamental principles. 

(c) The availability of industrial 
equipment enables the university to 
reduce its expenditures for school 
shops and illustrative models. 

(d) The alternating periods of 
shop and college permit a fuller use 
of the university plant, since many 
more students can be accommodated 
when only part of them are in col- 
lege at one time. 

(e) Through its intimate relation- 
ship with industry the university finds 
not only a humanizing influence, but 
also a perpetual stimulus, to research 
in the basic principles of science.* 

Some of these advantages may not 
have unqualified acceptance; yet they 
should be useful as a basis for com- 
paring the alleged results of the co- 
operative arrangement with those of 
more traditional methods of instruct- 
ion. 


Conclusions 

Presently over 38 colleges and uni- 
versities in the United States use 
some form of cooperative system, 
with over 20,000 students participat- 
ing therein. In certain applications, 
these plans exist in company with 
older systems, while in others they 
are essentially autonomous in opera- 
tion. The cooperative concept con- 
tinues to grow, and it has been the 
mould for a number of other educa- 
tional castings. The internship pro- 
gram, which has current popularity 
among many institutions, has been 
called the progeny of the cooperative 


®H. H. Armsby, “Cooperative Education 
in the United States”, Bulletin 1954, 
Number 11, U.S. Department of Health, 
Education and Welfare (Washington: 
U.S. Gov. Printing Office, 1954), pp. 15- 
16. (Quoting Schneider ) 
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idea. It may be noted, however, that 
it does not, in most instances, produce 
the fortunate blend of work experi- 
ence and theoretical education be- 
lieved to be a source of much 
strength for the cooperative plan. 


Those universities which have ac- 
cepted the cooperative philosophy 
are generally confident as to its use- 
fulness as an educational framework 
for the practical arts. Yet, its suc- 
cess depends in a very real sense 
upon the cooperation which its name 
implies. Business and industry, work- 
ing in concert with education and 
given direction by such a plan, have 
unusual opportunity for surmounting 
some of the barriers which currently 
seem so formidable and which have 
the promise of more serious over- 
tones. The anticipations of future en- 
rolment, both in Canada and in the 
United States, surely are not calcu- 
lated to accelerate the solution of 
these problems. 


“The doubling and redoubling of 
enrolment of Canadian universities 
and colleges within the next 20 or 25 
years presents many problems. The 
internal organization of the institu- 
tions will have to be reviewed con- 
tinuously to assure that teaching 
standards are maintained and im- 
proved.”? 


The combined B.Com.-C.A. pro- 


7G. L. Court, “Canadian Higher Education 
Under Strain,” CCA, December, 1957, 
p. 526. 


gram offered by the University of 
British Columbia gives evidence of 
the directional thinking of Canadian 
accountants and educators for the 
resolution of some of these problems.* 
This program, although it does not 
parallel the cooperative plan, has ob- 
vious kinship for it. While it can no 
longer be considered an educational 
experiment, its comparatively short life 
does preclude the forming of other 
than tentative conclusions as to its 
contribution to accountancy educa- 
tion. 

One may reasonably conclude that 
a profession grows only as its mem- 
bers attain and enlarge upon those 
personal qualities which augur for 
the development of professionalism. 
The protagonists of cooperative edu- 
cation believe it to be an appropriate 
atmosphere to encourage this devel- 
opment. 

“There is a by-product of the 
system which defies phrasing . . . It 
is a quality that comes from being re- 
quired to face the day’s work square- 
ly and successfully. It comprises the 
development of a silent strength of 
will combined with honest judgment 
rather than capricious criticism. It is 
a good thing for a man to sweat his 
way toward the truth.”® 





8C. L. Mitchell, “Technical Training and 
Study Combined—A New Approach,” 
CCA, November, 1957, pp. 447-450. 

° College of Business Administration Bul- 
letin (1960-1961), University of Cincin- 
nati, p. 13. (Quoting Schneider) 
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Revising the Municipal 


Finance Manual 


The long awaited revision of the 
Municipal Finance Reporting Manual 
replacing its predecessor, first pub- 
lished in 1942 and revised in 19501, 
has now been issued by the Dominion 
Bureau of Statistics.” 

In many respects the revision fol- 
lows the earlier editions, but there 
are certain important differences that 
reflect changes in basic thinking, in- 
troduce new reporting statements, 
eliminate duplication and confusion 
in reporting and correct some archaic 
terminology. 

It is the purpose of this article to 
examine these changes. 


Grouping of Funds—Previous Manual 


The previous manual envisaged the 
use of the following funds depending 
on the size and multiplicity of opera- 
tions: 


a. Capital and Loan Fund* 


To cover the whole of borrowing 
of money on debentures and similar 
long-term borrowing in the name 
of the municipality irrespective of 
which segment of the municipality 
would receive the proceeds of the 


1 “Manual of Instructions for Municipal Cor- 
porations”, Dominion Bureau of Statistics— 
1950 

2“Municipal Finance Reporting Manual— 
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borrowing; to show the indebted- 
ness of other funds to the capital 
and loan fund for money borrowed 
on behalf of those other funds, e.g. 
utilities; and to show general fixed 
assets, i.e. assets normally but not 
necessarily of a permanent or fixed 
nature purchased out of such bor- 
rowed money. Frequently there 
would also be brought into the fund 
items by way of “capital expendi- 
ture provided out of revenue”. The 
old manual seemed to imply that 
primarily the capital and loan fund 
was to present a segment of the 
general operations of a municipal- 
ity, although other parts of the 
manual did recognize that the 
description could be used appro- 
priately for other activities of the 
municipality. (For instance, provi- 
sion was made for division of the 
balance sheets of utilities and local 
authorities into separate sections of 
capital and loan funds and revenue 


funds. ) 


b. Revenue Fund 


To accommodate the ordinary, 
day-to-day operations usually found 
in the running of a municipal- 


Catalogue 12-507 Occasional—1960”, Dom- 
inion Bureau of Statistics. 
3 Called throughout the old manual “Capital 
and Loan Funds”. 
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d. 


ity such as, in the case of expendi- 
tures, the protection of persons and 
property, public works, health, etc., 
together with the debt charges to 
be financed annually out of current 
revenue; and, by way of revenue, 
the proceeds of taxation, licences, 
permits, fines, etc. In other words, 
the revenue fund was to include 
the items of expenditure which 
were to be paid for out of current 
revenues. This would exclude pro- 
ceeds of borrowing on debentures 
and the purchase of assets or other 
expenditures out of such borrowed 
money and would likewise exclude 
transactions of a municipality of a 
non-general nature such as those 
of a utility. On the other hand, 
items of “Capital expenditure pro- 
vided out of revenue” would ap- 
pear in this fund if the items were 
of the nature to be found in gen- 
eral municipal operations. 


. Sinking Fund(s) 


To accumulate contributions made 
periodically under the provisions of 
any sinking fund debentures, to- 
gether with the income derived 
from the investment of money re- 
ceived into the fund. At the same 
time the fund would show the in- 
vestments and other assets held by 
the fund, and the indebtedness of 
the fund to the capital and loan 
fund, representing the amount 
which should be in the fund on 
an actuarial basis, having regard to 
the terms of the debentures. 
Utility Fund(s) 

To accommodate all the transac- 
tions arising on a utility or utilities. 
There would normally be a separate 
fund for each utility. Such utility 
fund might or might not break down 
into two sub-funds of a capital and 
loan fund nature and revenue nature 
at the option of the municipality. 
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The previous manual was prepared 
to accept one composite fund and 
present a balance sheet which, al- 
though it could, did not necessarily 
have to have self-balancing “capi- 
tal” and “revenue” parts. The utility 
funds would show their indebted- 
ness to the capital and loan funds 
of the municipality for any deben- 
tures issued on their behalf by the 
municipality, (see a. above). If 
any utility had borrowed on the 
basis of sinking fund debentures is- 
sued by the municipality on its 
behalf, any sinking fund being 
built up in respect of such deben- 
tures would be reflected in a reduc- 
tion of the amount due by the 
utility to the capital and loan fund 
in respect of the debentures. In 
other words all debentures issued 
in the name of the municipality, 
even though issued for the benefit 
of utilities or other funds, would 
appear in the one capital and loan 
fund, with a corresponding inter- 
fund indebtedness shown in the re- 
levant funds. 


e. Reserve Fund(s) 

To segregate and report separately 
funds where assets have been set 
aside to provide for specific pur- 
poses, such as insurance fund, 
special depreciation fund, work- 
men’s compensation reserve fund. 
There would normally be a separ- 
ate fund for each reserve. 


f. Trust and Agency Fund(s) 
To report the financial position 
where the municipality is acting in 
the capacity of a trustee or agent. 


Grouping of Funds — New Manual 
The new manual prescribes a dif- 
ferent grouping of funds. After a 
first section, (section A), dealing with 
combined balance sheets, which will 
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be discussed later, it divides and sub- 
divides the funds of a municipality 
into: 
Section 
General funds B 
Capital and loan fund 
Revenue fund 
Special activities Cc 
Capital and loan fund 
Revenue fund 
Utility fund D 
Capital and loan fund 
Revenue fund 


Sinking fund E 
Reserve funds F 
Trust and agency funds G 


The following broad points may be 
noted immediately: 

1. “General” funds of both a “capi- 
tal” and “revenue” nature are now 
grouped together in the same section, 
although, be it noted, a separate fund 
is still kept within this “general” 
category for capital and loan fund 
money and revenue money. However 
the intention is that such “general 
funds” shall be used to accommodate 
only the “general or ordinary func- 
tions of government which are largely 
common to all similar jurisdictions, 
and which are financed chiefly from 
taxes and other generally applied 
sources of income”.* Furthermore the 
general capital and loan fund will 
now only reflect the indebtedness for 
debentures issued in the name of the 
municipality in respect to general 
functions. Where similar debentures 
have been issued on behalf of other 
funds, these will no longer be shown 
in the general capital and loan fund, 
but will appear instead in the capital 
and loan section of the fund for which 
the debentures were issued. More- 
over, the latter fund will now show 
a direct indebtedness for debentures 


*ibid page x 
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and not an indirect one through the 
general capital and loan fund as 
hitherto, i.e. each capital and loan 
fund will show its own debenture 
liability. It follows from this that the 
general capital and loan fund balance 
sheet will no longer show the total 
indebtedness of the municipality for 
debentures irrespective of the use to 
which the borrowed money is put. 
This is now taken care of through the 
combined balance sheet to be dis- 
cussed later. If, however, no such 
combined balance sheet is presented 
the total indebtedness of the munici- 
pality for debentures will be lacking 
as one readily distinguishable figure 
in the financial statements. 


2. A new classification of funds has 
been introduced under the title of 
“Special Activities”. It is intended 
that those functions of municipal 
government other than utilities which 
have been delegated by law or by 
action of council to special commit- 
tees, boards or commissions for super- 
vision and operation and for which 
separate accounting funds are main- 
tained, shall be reported under this 
heading. As the manual points out, 
all municipalities do not delegate 
their functions in the same way, and it 
seems clear that this new classification 
will not lead to uniformity in muni- 
cipal financial reporting for these 
types of activities. Schools and utili- 
ties are specifically excluded from this 
category, but such activities as parks, 
libraries and arenas will no doubt 
cause some soul-searching as to where 
to report and whether separate funds 
should be maintained, when separate 
committees, etc., are set up to admin- 
ister particular areas of municipal 
functions. Provision existed in the 
previous manual, under the title of 
“Balance sheet for local authorities 
(other than utilities and other muni- 
cipal enterprises, or schools)”, for the 
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same type of activities, but the new 
manual brings the classification into 
prominence. 


3. The new manual emphasizes 
that within each of certain of the sec- 
tions, (special activities, utility, sink- 
ing, reserve and trust and agency 
funds), there may typically be a num- 
ber of related similar funds, (e.g. 
there may be more than one reserve 


fund). 


4. There is emphasis on the fact 
that each of the general, special 
activities and utility funds will be 
divided into sub-funds of the capital 
and loan fund and revenue fund. In 
some measure this treatment is similar 
to the old manual. Thus the old man- 
ual provided for a separate capital 
and loan fund and revenue fund when 
dealing with general municipal activi- 
ties, but it did not bring them to- 
gether into one general funds classi- 
fication as we have seen suggested 
in paragraph 1 above. Similarly, the 
old manual provided for separate 
sections of a balance sheet to accom- 
modate the capital and loan fund and 
revenue fund of “local authorities 
other than utilities and other muni- 
cipal enterprises, or schools”, (i.e. 
special activities). As regards utilities, 
however, as we have already seen, 
the distinction between capital and 
loan fund and revenue parts of utility 
funds was permissive rather than 
mandatory. Now, under the new 
manual, there is a direction to keep 
these two parts of the utility funds 
in separate compartments. 


5. While the separation of sinking 
fund, reserve funds and trust and 
agency funds into distinct categories 
continues in the new manual in es- 
sentially the same way as in the 
previous manual, one _ important 
change is introduced into the sinking 
fund. This fund will now show the 


actuarial obligation to each particular 
capital and loan fund which has the 
outstanding sinking fund debentures 
in respect of which the sinking fund 
is being built up. Previously, the 
actuarial obligation of the sinking 
fund was shown as a liability to the 
one (general) capital and loan fund. 
It follows from this new treatment 
that each of the capital and loan 
funds with outstanding sinking fund 
debentures will recognize on their 
own balance sheets the actuarial 
amount shown on the sinking fund 
in respect of such debentures. 


Combined Balance Sheets 


As a corollary to the suggested frag- 
mentation of the activities of a muni- 
cipality and the resultant division into 
funds, a new feature is introduced 
in the new manual by way of com- 
bined balance sheets. It is contem- 
plated that there will be two such 
balance sheets, viz, combined balance 
sheet of the capital and loan funds, 
and combined balance sheet of the 
revenue funds. 

Thus it is envisaged that all the 
capital and loan fund balance sheets 
of the municipality, irrespective of 
whether they are general, special 
activities or utilities, shall be com- 
bined into one balance sheet. Similar- 
ly with the revenue fund balance 
sheets, all will be combined into a 
combined revenue fund balance sheet. 
The suggested treatment does not ex- 
tend to the sinking, reserve and trust 
and agency funds as these funds do 
not have separate capital and loan 
funds and revenue funds. 

It is interesting to note that the 
old manual also contained a combined 
balance sheet. This, however, was a 
combination of all the balance sheets 
of all the funds and no division was 
made between capital and loan funds 
and revenue funds. Thus it included 
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all the assets and all the liabilities 
of the municipality. Provision was 
made for presentation of the informa- 
tion as a consolidated balance sheet 
by the elimination of inter-fund self- 
balancing items, if it was desired. 


The new form of combined balance 
sheets appears not to make provision 
for a consolidated balance sheet in 
which there will be elimination of in- 
ter-fund balances and certainly does 
not attempt to present a total view of 
the whole of a municipality’s financial 
position for, as we have seen, certain 
funds are not to be combined. Rather, 
the purpose of the new combined bal- 
ance sheet is “to combine in one state- 
ment (the combined capital and loan 
fund balance sheet), the capital assets 
and liabilities in order that the capital 
asset and liabilities positions of the 
municipality may be appraised as a 
whole and “to bring together in one 
statement (the combined revenue 
fund balance sheet), the assets and 
liabilities of the . . . . revenue funds 
so as to present the financial position 
of the municipality as to the current 
or ordinary aspects of its opera- 
CE sc kas . 


There can be considerable argu- 
ment as to the usefulness of the com- 
bined balance sheet of the old manual. 
For example, while it can be argued 
there ought to be one financial state- 
ment which presents the whole pic- 
ture of the finances of the municipal- 
ity, it can be equally argued this same 
statement may in fact distort the posi- 
tion in that it conceals the unavail- 
ability of items in one fund for use 
in another. However, one may well 
ask if the new manual in its suggested 
presentation has achieved any im- 
provement. Although it has brought 
funds with some similarity together 
and does present the total debenture 
borrowings of the municipality, never- 
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theless the non-transferability of items 
between funds may still be hidden, 
and important assets, liabilities and 
surpluses of some funds such as 
reserve funds are not even included. 
It may be that the new combined 
balance sheets are but two more in- 
volved and, to the layman, largely 
unintelligible statements which muni- 
cipalities tend to produce. 


Statements of Source and 
Application of Funds 


To accompany the statements of 
each of the capital and loan funds the 
new manual introduces a new “state- 
ment of source and application of 
funds”. This should not be confused 
with the statement of the same name 
found in commercial accounting. 
There is no attempt to explain the 
increase or decrease of current funds 
in terms of non-current funds. Rather, 
each statement of source and applica- 
tion of funds presents, as its first part, 
for each capital and loan fund (and 
for these funds only), an analysis of 
the funds which have been provided 
during the year on that fund. In- 
cluded as the first part of such funds 
are the opening balances from the 
previous year of “unexpended funds”. 
The second part of the statement 
shows how the funds have been 
applied or expended and the re- 
maining balance of “unexpended 
funds”. It is thus somewhat similar 
to the familiar but disfavoured re- 
ceipts and payments statement, ex- 
cept that whereas the latter was 
drawn up on a pure cash basis, and 
was in fact an analyzed cash account, 
the proposed statement of source and 
application of funds introduces non- 
cash items such as investments and 
receivables in the opening and closing 
“unexpended funds”. 

How far the statement intends to 
depart from a pure cash basis is not 
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too clear. For example, while it 
lists “cash”, “investments” and “ac- 
counts receivable” as the items com- 
prising the opening and closing “un- 
expended funds”, it makes no men- 
tion of such items as “due from 
other funds”, “work in progress” and 
“accounts payable” or “other liabili- 
ties”, which one might have expected 
to be required to be included if an 
accrual basis was intended. Likewise 
it is interesting to note that while 
funds obtained from debenture issues 
are, as would be expected, shown as 
an item of funds provided, the re- 
demption of debentures out of revenue 
funds do not appear in the statement. 
This may be logical but on the other 
hand may be confusing to the layman 
reader who may find it difficult to 
understand why no such redemption 
of debentures appears. Admittedly, 
to show this might mean showing the 
retirement of debentures from re- 
venue funds as both a source as well 
as an application of funds. However, 
such treatment might be clearer. 


The introduction of the new state- 
ment can certainly be a useful and 
easily understood document to the 
non-accounting trained reader. But, 
once again, one wonders whether the 
proliferation in the number of finan- 
cial statements of municipalities needs 
further encouragement. 


Statements of Investment in 
Capital Assets 

Another new statement for each 
capital and loan fund is introduced 
by the new manual in addition to the 
just discussed statement of source and 
application of funds. This is the 
statement of investment in capital as- 
sets. 

Its form of presentation is simple 
and its purpose is “to show changes 
during the fiscal year in the invest- 
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ment in capital assets item, that is, 
the municipality's equity in the as- 
sets of the general capital and loan 
fund”. It is thus the statement which 
links one balance sheet to the next. 


It is certainly desirable from a 
purely accounting standpoint to have 
such a connecting document, but one 
may again wonder whether it will 
aid significantly the understanding 
of the financial position of a muni- 
cipality. An increase or decrease in 
the surplus portion of the net worth 
of a commercial undertaking is ob- 
viously of importance, but is a fluc- 
tuation of the “surplus” portion of a 
capital and loan fund of a municipal- 
ity of significance, particularly when 
such balance is usually significantly 
effected by the terms of re-payment 
of a (debenture) liability and not by 
the more realistic using up (deprecia- 
tion) of assets. In fact, to the un- 
initiated changes shown by the state- 
ment may lead to wrong interpreta- 
tions. Nevertheless, if used properly 
and with caution, it may be a useful 
statement. 

A minor point is that of indexing. 
Whilst the statement of investment in 
capital assets gives a reference to the 
relevant balance sheet item, there is 
no corresponding contra reference on 
the balance sheet itself. 


Debt Charges 

A welcome change in the treatment 
of debt charges in the general re- 
venue fund is introduced by the new 
manual. Whereas the old manual re- 
quired the debt charges for the whole 
of the municipality's borrowing, no 
matter what the purpose of the bor- 
rowing, to be shown gross as an ex- 
penditure of the general revenue fund, 
and the debt charges to be borne by 
other funds to be shown as an item 
of revenue under the heading of 
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“debenture debt charges recoverable’, 
under the new manual the long-term 
debt charges will be shown net in the 
general fund, after the deduction of 
the debt charges recoverable. 

Thus, while it was necessary to ex- 
amine both sides of the revenue and 
expenditure statement of the general 
fund under the old manual to see what 
actual debt charges were being borne 
by the general fund, this will no 
longer be necessary. 


Capital Expenditures Provided 
Out of Revenue 

The new manual now uses the term 
“Contribution to capital and loan 
fund” for expenditure out of revenue 
for the acquisition of fixed (capital) 
assets, instead of the previous term- 
inology “capital expenditure provided 
out of revenue”. This change applies 
to both general revenue and utility 
funds. 

Furthermore, the new manual speci- 
fically prescribes that such expendi- 
ture should also appear in the appro- 
priate capital and loan fund so that 
“this permits the total cost of general 
fixed assets to be recorded in one ac- 
count, whether the financing comes 
from one or several of such sources as 
debentures, general revenue, capital 
reserve funds, provincial grants, etc., 
and permits also the presentation of 
the whole capital program in one 
statement”. In effect this requires a 
debit to the appropriate assets ac- 
count and a credit to the “investment 
in capital assets”. 

Although the above treatment will 
frequently have been adopted pre- 
viously as the better treatment, there 
was no specific requirement in the 
manual. Therefore, an improvement 
seems to have been made. 


Pensions and Superannuation 
The new manual revises the method 
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of showing expenditures on contribu- 
tions to pensions or superannuation 
funds or allowances to former em- 
ployees. These are now to be shown 
as part of the appropriate function of 
expenditure under which they arise, 
instead of, as previously, as a specific 
item of “pensions” under “other gen- 
eral government expenditures’. 

This seems a more appropriate 
treatment of such expenditures. 


Terminology 


The opportunity has been taken in 
the revision of the manual to eradicate 
certain obsolete terminology and re- 
define some of the terms. 

Notably “accumulated depreciation” 
and “allowance for doubtful accounts” 
replace “reserve for depreciation” and 
“reserve for uncollectible accounts re- 
ceivable”. One would have wished 
that the manual had dealt similarly 
with the sinking fund and found a 
more appropriate term for “reserve 
for retirement of debentures”. 

“Income” as a distinctive term for 
the revenue of a utility is now aban- 
doned. The term “revenue” is now 
used for all sources of income or rev- 
enue whether such income be from a 
utility or non-utility. Thus the utility 
income and expenditure account now 
becomes statement of revenue and ex- 
penditure. 

Other minor changes have been 
made in the terminology section. An 
index is sadly lacking. 


Conclusion 


On the whole no radical changes 
have been made in the new manual. 
This is to be expected in view of the 
careful work done in earlier revisions. 
The most significant change, as we 
have seen, have been in regroup- 
ing of funds, new forms of com- 
bined balance sheets and the intro- 
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duction of certain new statements. 
No attempt has been made to chal- 
lenge any of the tenets which seem 
to be accepted in the Canadian mu- 
nicipal accounting field. For example, 
the vexed question of whether or not 
to depreciate fixed assets has not been 


equipment should be inventoried at 
the end of each year” remains still as 
ambiguous as before. Certainly no 
consideration has been given as to 
whether the method of fund account- 
ing is the appropriate treatment for 
municipalities. 


tackled. The instruction found in 
the manual that “machinery and 


Such questions must wait for fu- 
ture consideration. 


Some Thoughts on Leadership 


It is almost true to say that leaders are “made” rather than born. Many 
men who are not natural leaders may have some small spark of the qualities 
which are needed; this spark must be looked for and then developed and 
brought on by training. But except in the armed forces this training is not 
given. In civilian circles it seems to be considered that leadership descends 
on men like dew from heaven; it does not. There are principles of leader- 
ship, just as there are principles of war, and these have to be studied. Let 
us look at some of the more important. 


Leadership is based on truth and character. A leader must himself be 
the servant of a truth, and he must make the truth the focus of a common 
purpose. He must then have the force of character necessary to inspire 
others to follow him with confidence. 


oO 2 ° o 


Then the leader must have infectious optimism and the determination 
to persevere in the face of difficulties. He must also radiate confidence, 
relying on moral and spiritual resources, even when he himself is not too 
certain of the material outcome. He must have a sound judgment in which 
others will have confidence, and a good knowledge of human nature. He 
must be able to see his problems truly and whole. Self-control is a vital 
component of his make-up. 


He must be a good picker of men, a good selector of subordinates, in 
fact, a good judge of character. Some think that pre-eminence in sport is 
necessary in a leader; it may help in developing leadership but is in no way 
a necessity; there is no need to be a gladiator in sport to be a leader. 


I suggest that the final test of a leader is the feeling you have when you 
leave his presence after a conference or interview. Have you a feeling of uplift 
and confidence? Are you clear as to what is to be done and what is your 
part of the taskP Are you determined to pull your weight in achieving the 
object? Or is your feeling the reverse? 


—Viscount Montgomery of Alamein, “The Path to Leadership”. 
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Edited by BARRY COUTTS, C.A. 
Professor, University of Toronto 


Accounting Research 


INVENTORY VALUES 


In last month’s Accounting Re- 
search the recent pronouncement by 
the Institute of Chartered Account- 
ants in England and Wales was sum- 
marized and discussed. Mention was 
made of the continuing conflict be- 
tween the English views on the mean- 
ing of “market value” or “net realiz- 
able value” and the American views 
on this matter but there was only a 
passing reference to the problem 
which this divergence of opinion im- 
poses on Canadian accounting practi- 
tioners. Since the meaning of “mar- 
ket” is still an open question in Can- 
ada, further comment is needed both 
in this department and elsewhere so 
that a solution may be found and an 
accepted Canadian position estab- 
lished. 

It has been pointed out that part 
of the confusion arises from the va- 
riety of meanings which are or can 
be attached to the term “market”. 
The English Institute in its recent 
recommendation has eliminated this 
source of confusion by eliminating the 
word itself and substituting “net rea- 
lizable value” or “replacement price” 
for the two meanings which they con- 
sider to be appropriate. A similar ap- 
proach might resolve some of the dif- 
ficulties encountered in this country. 
Unfortunately, however, the mere 
change of name would not solve the 
conflict which arises from the two 
opposing views of the nature of the 
adjustment required when for one 


reason or another original cost is no 
longer considered an appropriate 
basis of valuation. 


Both the English and the Ameri- 
cans agree that a reduction of inven- 
tory values below cost is required 
whenever there is reason to believe 
that cost will not be fully recovered 
in the subsequent fiscal period. In 
England, however, the appropriate 
value to substitute for cost under 
such circumstances is considered to 
be “net realizable value” whereas in 
the United States the appropriate 
measure of remaining utility is con- 
sidered to be “replacement cost”. The 
English Institute argues in favour of 
the use of “net realizable value” on 
the grounds that this figure, the sale 
price less the estimated cost of com- 
pleting and selling the goods, is the 
most appropriate measure of the 
amount of original cost which can 
no longer be considered as recover- 
able. Use of the alternative “re- 
placement price” is, however, recog- 
nized as appropriate under certain 
circumstances, principally where the 
ultimate sale price is problematical or 
where experience has shown that sell- 
ing prices usually tend in time to re- 
flect replacement cost. A write-down 
to replacement cost is also considered 
appropriate where the excess of act- 
ual cost over replacement cost is due 
to poor purchasing or _ inefficient 
manufacturing. The main emphasis, 
however, is on “net realizable value”, 
and it seems to be assumed that in 
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most cases a reduction in inventory 
value below this figure will not be 
justified. As a further means of elim- 
inating any possible confusion, the 
English recommendation — suggests 
that the description of the inventory 
should indicate, by the use of the 
term “replacement cost”, any situa- 
tion in which this value is used in- 
stead of “net realizable value”. 


As indicated above, the American 
Institute in chapter 4 of Accounting 
Research Bulletin No. 43 expresses a 
definite preference for the use of re- 
placement cost as the basic measure 
of the remaining value of inventory. 
This value, representing the current 
costs of replacing the item by pur- 
chase or manufacture, is said to give 
the best indication of its remaining 
utility, and its use is therefore recom- 
mended except in cases where it is 
clearly inappropriate. Two possible 
exceptions are visualized, the first 
where net realizable value is less than 
replacement cost and the second 
where replacement cost is less than 
net realizable value less a normal 
margin of profit. As a result of these 
limitations it can be said that “market 
value” will normally lie somewhere 
between “net realizable value” and 
“net realizable value less a normal 
margin of profit”, the exact point be- 
ing determined by replacement cost 
if this figure lies between those limits 
and otherwise lying at the upper limit 
(net realizable value) if replacement 
cost is above this figure and at the 
lower limit (net realizable value less 
normal profit) if replacement cost is 
below this figure. 


It must be admitted that there is a 
slight ambiguity in the bulletin and 
it is not entirely clear whether or not 
a reduction of inventory value below 
replacement cost is permitted when 
the net realizable value less the nor- 
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mal profit margin lies below replace- 
ment cost. The discussion which fol- 
lows the general statement of this 
principle in the bulletin, however, 
seems to suggest that such a reduc- 
tion is not normally considered neces- 
sary. The statement to the effect that 
“if a business is expected to lose 
money for a sustained period, the in- 
ventory should not be written down 
to offset a loss inherent in the subse- 
quent operations”, seems to relate, at 
least in part, to this situation. 


It is readily apparent that the prin- 
cipal difference between the Ameri- 
can and English views involves the 
propriety of writing off a part of the 
“normal profit margin” in addition to 
the actual loss in realizable value, 
and it is, as a result, upon this point 
that Canadian accountants, including 
the Committee on Accounting and 
Auditing Research, are unable to 
agree. In order to clarify the nature 
of the problem and to indicate the 
extent of the difficulty, a few simple 
examples are set out on the accom- 
panying table. Several possible price 
relationships are illustrated and the 
appropriate inventory valuation ac- 
cording to the American and the 
English interpretation of “market” 
is shown in each case. Column A 
shows the situation as it is presum- 
ed to have existed at the time the 
goods were purchased, and columns 
B to G show various combinations of 
selling price and replacement cost. 


It will be noted in what is perhaps 
the normal situation, i.e. where sell- 
ing prices and replacement costs have 
both declined, that the American use 
of replacement cost will require a re- 
duction in inventory-carrying value 
even though, as in column B, net rea- 
lizable value is still in excess of orig- 
inal cost. The English method does 


not require a reduction under these 
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ACCOUNTING RESEARCH 


THE MEANING OF MARKET 


A B 
(Normal ) 

SOND ATES 6855 seve $1,000 $900 
Selling costs (10%)... 100 90 
Net realizable value . $ 900 $810 
Profit margin ............ 100 90 
Replacement cost ........ $ 800 $720 
Inventory values; 

English method ... $ 800 $800 

American method . 800 720 


circumstances except in exceptional 
cases where, in effect, the price is 
expected to fall further. 

In the situation illustrated in col- 
umn C, where net realizable value is 
below cost, a write-off is required by 
both methods but the American ad- 
justment is larger by the amount of 
the “normal profit margin”. Column 
D shows that a decline in replace- 
ment cost not accompanied by a de- 
cline in selling price does not require 
an adjustment under either method 
since the net realizable value even 
reduced by the normal profit margin 
will still remain equal to cost. 


Column E, on the other hand, 
shows that while replacement cost re- 
mains unchanged, a reduction in sell- 
ing price and net realizable value 
produces the same effect under both 
systems. As shown in column E, no 
reduction is required under either 
system as long as net realizable value 
is in excess of original cost whereas 
under both systems a reduction to net 
realizable value is required whenever, 
as in column F, this figure falls be- 
low the original cost. Column G 


shows a somewhat similar situation to 
demonstrate that, under what seems 
to be a reasonable interpretation of 
the United States rule, the carrying 


$640 $ 720 $800 $800 $750 


C D E F G 


$800 $1,000 $900 $800 $800 
80 100 90 80 80 


$720 $ 900 $810 $720 $720 
80 180 10 (80) (30) 








$720 $ 800 $800 720 $720 
640 800 800 720 720 


value for inventories when net rea- 
lizable value is less than replace- 
ment cost is not reduced to allow for 
the normal profit margin. As a re- 
sult, the American and English values 
are once again the same in this situa- 
tion. 

Although the English and Ameri- 
can methods do not always produce 
a difference in inventory market val- 
ues, they do so in enough cases to 
make very difficult the problem of the 
Canadian accountant who is anxious 
to find a compromise not too far dif- 
ferent from either method. On the 
critical question of the propriety of 
writing off an “approximately normal 
profit margin” in addition to the act- 
ual loss which has been established, 
the American Institute apparently 
argues that replacement cost norm- 
ally represents the most significant 
measure of actual value at any given 
time. From this it follows that the 
loss of value which has occurred 
whenever this figure falls below cost 
must be reflected in the period in 
which it occurs. The fact that, in 
some cases, this may result in the re- 
cording of a loss in one period which 
will be offset by a profit in the sub- 
sequent period is not considered suf- 
ficient to invalidate the principle. 
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The English Institute and many 
Canadian practitioners find it hard 
to accept this argument. It is recog- 
nized that there are situations in 
which a disproportionate decline in 
replacement cost will indicate a 
strong probability that a further de- 
cline in selling price is imminent, but 
where this result does not seem 
likely, it is hard to find any justifi- 
cation except “conservatism” for this 
transfer of profit between periods. 
Since conservatism by itself is no 
longer regarded as an adequate justi- 
fication for accounting procedures, 
general Canadian acceptance of the 
American view on this matter is re- 
sisted in some quarters. On the other 
hand, there are, unfortunately, so 
many situations in which tax or other 
non-accounting reasons make such 
conservatism seem desirable that few 
accountants would be willing to give 
up the practice completely unless 
compelled by overwhelming general 
disapproval. It is thus more than 
usually unfortunate that this particu- 
lar question is one on which our tra- 
ditional sources of guidance are 
pointing in different directions. Since 
it seems unlikely that we will be able 
to resolve this conflict unless one or 
the other of the outside authorities 
changes its viewpoint, and since the 
English Institute cannot reasonably 
be expected to express another new 
view on the subject for some years, 
our only hope for a solution seems to 
lie with the new American Account- 
ing Principles Board. 


Business Combinations 

In the section of the C.I.C.A. Bul- 
letin No. 14 dealing with consolida- 
tions, the description of the treat- 
ment of pre-acquisition earnings and 
earned surplus is followed by a ra- 
ther cryptic comment to the effect 





that “a ‘pooling of intersts’ is not 
an acquisition”. On the assumption, 
verified by an informal and very un- 
scientific opinion poll, that very few 
Canadian practitioners know how to 
distinguish a “pooling of interests” 
from an acquisition, the following 
brief summary of the American In- 
stitute bulletin on the subject has 
been prepared. The opinions in Am- 
erican bulletins are not, of course, 
always entirely appropriate for Cana- 
dian conditions. In this particular 
case, however, we seem to have bor- 
rowed their terminology, and it must 
be presumed that we intend to bor- 
row their definition of the terms as 
well. Even if this were not so, the 
conclusions reached by an American 
body on a matter of interest to Can- 
adians are always worthy of study. 

The current views of the American 
Institute of Certified Public Account- 
ants on this subject are set out in its 
Accounting Research Bulletin No. 48. 
This bulletin was issued in January 
1957 to replace chapter 7(c) of the 
1953 “Restatement and Revisions” 
Bulletin No. 43. 

This revised bulletin distinguishes 
two different classes of “business com- 
bination”, one designated as a pur- 
chase, the other as a pooling of inter- 
ests. A different accounting treatment 
is required for each of these classes. 
A purchase is recorded, as might be 
expected, by the addition of new as- 
sets, liabilities, etc. to the essentially 
unchanged records of the continuing 
enterprise, whereas a “pooling of in- 
terests” is considered to result in a 
new accounting entity in which the 
assets, liabilities and owners’ equities 
of the predecessor corporations con- 
tinue in combined but essentially un- 
changed form. The differences in ac- 
counting treatment are intended, of 
course, to reflect the real nature of 
the combination. It is, therefore, ne- 
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cessary in deciding on the nature of 
any particular combination to have 
regard to the real purpose and results 
of the transactions involved rather 
than the apparent outward legal 
forms. The bulletin makes it clear 
that neither the legal form nor the 
effect of the separate transactions af- 
fects the classification and that such 
considerations as the number of corp- 
orations surviving the combination 
and the tax status of the group are 
equally irrelevant. 


The bulletin also emphasizes the 
fact that it is concerned with an ac- 
counting concept and with the effect 
of certain transactions on the accounts 
so that the accounting treatment does 
not affect and is not affected by the 
tax or corporation law characteristics 
of the transactions under considera- 
tion. Because it is the general or 
underlying nature of the combination 
rather than its outward form that de- 
termines the classification, the defini- 
tion of the two concepts is not easy, 
and the bulletin emphasizes the need 
to consider the overall results of the 
transactions before reaching a deci- 
sion. 


A pooling of interests is defined 
“for accounting purposes” as a busi- 
ness combination of two or more 
corporations in which “the holders of 
substantially all of the ownership in- 
terests in the constituent corporations 
become the owners of a single corp- 
oration which owns the assets and 
business of the constituent corpora- 
tions...” It is stated that in most 
cases the net assets of the predecessor 
corporations will be held by one suc- 
cessor corporation which may be one 
of the predecessors or a new corp- 
oration formed for the purpose. The 
continued existence of predecessor 
corporations as subsidiaries of the 
new corporation does not, however, 
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negate the possibility of a “pooling 
of interests” if there are no minority 
interests in the subsidiary and its con- 
tinuance is made desirable by tax or 
other legal considerations. In other 
words, a pooling of interests is just 
what the name suggests — a business 
combination in which two or more 
enterprises are “pooled” without es- 
sential change of ownership. A pur- 
chase, on the other hand, involves the 
elimination or substantial reduction 
of the ownership interests of the own- 
ers of one of the predecessor entities. 


As a further guide to making deci- 
sions in particular situations, the bul- 
letin discusses “attendant circum- 
stances” which may help in making 
the classification. These circum- 
stances are not necessarily determin- 
ing in themselves, but their effect is 
said to be cumulative, so that the 
presence of a number of such circum- 
stances can become determining. The 
existence of a purchase rather than a 
pooling of interests is suggested in 
the following circumstances: 

1. when shares in the new corpora- 
tion are not substantially in pro- 
portion to the holdings of the sev- 
eral owners in the predecessor; 


2. when relative voting rights as be- 
tween the constituents are ma- 
terially altered through the issue 
of senior non-voting equity or 
debt securities; 

3. when there is a plan, or firm inten- 
tion, to retire or to transfer owner- 
ship in a substantial part of the 
equity issued to owners of one 
predecessor; 

4. when a large part of the business 
of one or more of the constituents 
is abandoned or sold; 

5. when there is a lack of continuity 
of management as indicated by 
the elimination or reduction in in- 
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fluence of the management of one 
of the constituents; 


6. where one of the constituents is 
clearly dominant and 90% to 95% 
of the voting control goes to the 
former owners of one constituent. 


As was indicated above, the ac- 
counting treatment of a purchase in- 
volves the recognition of the con- 
tinued existence, substantially un- 
changed, of one of the constituents 
of the combination. This means in 
practice that the assets of the other 
constituents are to be taken up in the 
accounts of the continuing corpora- 
tion at their cost to that corporation 
regardless of the original carrying 
values. This cost will be determined 
in the usual way at the cash cost or 
at the equivalent value as normally 
determined for non-cash transactions. 
If separate corporate structures are 
retained after the combination, the 
desired effects will have to be 
achieved through consolidation ad- 
justments. The principal character- 
istic of the purchase will be the pre- 
servation of the essential continuity 
of the capital and surplus accounts of 
one of the predecessors. 


Under a pooling of interests, on the 
other hand, a new entity exists which 
is considered to be a continuation of 
all the constituent enterprises. The 
various assets and liabilities are, 
therefore, to be carried over into the 
accounts of the combined enterprise 
at the values at which they were car- 
ried in the accounts of the predeces- 
sors. Minor adjustments are recog- 
nized as being necessary in some 
cases in order to bring accounting 
practices into conformity, but the bul- 
letin makes it clear that the basis of 
valuation of assets in the accounts of 
the combined company must be, es- 
sentially, cost to the predecessor 
which contributed them. It is also 
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recognized that it may not always be 
possible to arrange the accounts in 
such a way that the amount shown 
by the combined company for capital, 
contributed surplus and earned sur- 
plus will be exactly equal to the total 
shown for these amounts in the ac- 
counts of the constituent companies 
if the legal capital, for example, is 
not the same as the total of the pre- 
decessors’ capital. In such a case it 
is not suggested that accounting can 
ignore the legal form of the capital. 
It is suggested, however, that ac- 
counting can make sure that the con- 
tinuance of earned surplus is clear- 
ly reflected and that contributions 
from shareholders are kept separate 
from undistributed earnings. This 
means, in Canadian terms, that as far 
as possible the totals of capital and 
contributed surplus on the one hand, 
and of earned surplus on the other, 
should not change. 

The importance of this bulletin and 
of the recognition given to it from 
time to time in Canada lies in its em- 
phasis on the fact that business com- 
binations differ in nature and that the 
treatment appropriate to a purchase 
will not necessarily produce the most 
realistic or useful picture of a situa- 
tion in which a genuine pooling of 
interests has occurred. While the de- 
tailed principles which this bulletin 
outlines are not binding in any way 
in Canada, the situation described in 
the bulletin does exist here and the 
basic idea behind the distinction 
(that accounting should reflect op- 
erating or economic realities rather 
than legal forms) is certainly as ap- 
propriate as it is in the United States. 
The possibility that some corporate 
acquisitions may really be “poolings 
of interests” while some legal “merg- 
ers or amalgamations” may really be 
“purchases” is one which every ac- 
countant should have in mind. 
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This month’s column was written 
by a chartered accountant who for 
some time conducted his own prac- 
tice in a small town in Ontario. 


THE SURVIVAL OF AN ACCOUNTING 
PRACTICE 

The survival of accounting firms is 
of particular interest to two types of 
accountants: 

(a) the young practitioner who has 
recently started his practice and is 
anxiously awaiting the inflow of 
clients for whom he budgeted; 

(b) the older practitioner who has 
failed to provide for succession or who 
finds his practice dwindling because 
of his refusal or inability to meet 
the demands of a modern accounting 
practice. 

A firm whose future is uncertain 
may also attract the attention of a 
third type of practitioner, either young 
or old, who is alert for an opportunity 
to provide a better service to his 
clients through expansion and thereby 
strengthen his practice. 


Entry into Public Practice 

The young chartered accountant de- 
ciding to enter public practice has 
several alternatives, each of which 
calls for different talents and has its 
own peculiar advantages and disad- 
vantages. A chartered accountant who 
has been a great success in his field 
might have failed had he entered it 
by another route. The converse also 
is true. 


267 


The following are the main choices 
open to the accountant: 

1. He can continue with the firm 
in which he trained or find employ- 
ment in another firm where the pros- 
pects seem better and hope that a 
partnership will be offered in due 
course. In deciding whether or not 
to adopt this action, he will have to 
consider the attitude of the present 
partners towards him and the pro- 
bable future needs of the firm. These 
needs will depend not only on the 
potential expansion of the firm but 
also on the age and health of the 
existing partners. 

With expansion, the possibility of 
specialization must also be considered. 
Often specialists are brought into a 
firm from outside. A firm may feel 
that it takes an expert to train an ex- 
pert, and therefore its own offspring 
are untrained in the field, or that a 
specialist trained within its ranks 
would not have the authority enjoyed 
by an outsider who was not known 
to the clients in his embryo days. A 
young accountant who has_ been 
arduously studying tax or some par- 
ticular type of business organization 
in which he feels his firm requires a 
specialist, and who is interrupted in 
his studies to be introduced to the 
newly hired specialist in his chosen 
field, is very much interrupted. Im- 
bued with his stolid professional back- 
ground, he will likely calculate that 
the best man has won and surrep- 
titiously close his books. He will, of 
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course, decide to remain “unborn” and 
from now on will read nothing more 
than the comics and perhaps the 
“positions offered” columns on the 
financial page. 

2. Another accountant may be of- 
fered a partnership by a firm or, more 
likely in the case of a large firm, a 
supervisorship with a promise of a 
partnership, after a possible inter- 
mediary period as a manager. More 
likely still, he may be offered a super- 
visorship without any promises. This 
route is undoubtedly less painful than 
the one already depicted. Its speed 
and smoothness will depend not only 
on the ability of the accountant but 
also on the success of the firm and 
possibly on a “little bit o’ luck”. With- 
out these factors, the accountant will 
find himself moving into a deeper and 
deeper rut, but with them his pro- 
fessional stature can be assured. 


3. If the prospects within a firm 
are not certain, an accountant may 
prefer to find a practitioner who needs 
a partner and buy a part of the prac- 
tice. Here he will usually be faced 
with a large debt for goodwill and, 
in the early years, will be able to 
spend considerably less than he earns. 
But, providing the firm retains or 
expands its business, he will be build- 
ing up his equity. 

4. Some accountants may set up on 
their own. While at least one ac- 
countant has been advised by his In- 
stitute to take this route, it is un- 
doubtedly the one most likely to lead 
to professional suicide. 


Suicide and Its Preventives 


An accountant is committing pro- 
fessional suicide when he overloads 
his practice with bookkeeping or finds 
himself required to do so much detail 
checking that he has insufficient time 
to keep up with the developments of 





his profession or, indeed, to practise 
what he learned as a student. 


This danger faces all sole practi- 
tioners. The temptation to take on too 
much bookkeeping in the early stages 
of a practice is difficult to resist when 
there seems to be no other way of 
obtaining bread and butter. However, 
if the young practitioner is prepared 
to do without butter (and the pro- 
bability is that he would be fitter for 
the resultant loss in weight), a book- 
keeping job can provide a challenge 
to his accounting wits while at the 
same time enhancing his reputation 
and building up his professional prac- 
tice. A good accountant should not 
have a client with a bookkeeping pro- 
blem, not for long anyway, whether 
it is a farmer who calls with a parcel 
of cheques, unreconciled bank state- 
ments and a bundle of meaningless 
notes on April 25 or a butcher who 
thrusts down letters from the Unem- 
ployment Insurance Department, the 
Workmen's Compensation Board and 
the Tax Department and says, “I’m 
in trouble with the government.” 


If the young accountant is pre- 
pared to teach these people how to 
keep their own books, his stature in 
their eyes will increase. They will 
bring him other problems and, as 
friends, they will see that his reputa- 
tion grows. Complexities come with 
expansion, and he will hope and work 
for the expansion of both himself and 
his friends. 

A further danger facing the sole 
practitioner who is anxious to keep 
his accounting practice from degener- 
ating into a bookkeeping practice is 
the lack of professional contacts. If he 
is in a large city, this danger can be 
fought by taking an active part in his 
Institute affairs. In most smaller cities 
and towns there are no such affairs 
and the main contact is the monthly 
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issue of The Canadian Chartered Ac- 
countant. To avoid accounting senil- 
ity, the sole practitioner must read 
avidly. He must also try to see period- 
ically the other accountants practising 
in the area. He may be rebuffed by 
some, but this should only serve as a 
warning to him of the dangers ahead, 
and he should redouble his efforts to 
continue his professional education 
and to secure worthwhile professional 
ties. 


Professional Failure of Firms 

It is not only the sole practitioner 
whose accounting practice may fail 
for lack of accounting knowledge. A 
large firm which has no time to train 
its personnel will fall apart. A ma- 
chine cannot run for long without oil 
nor, in any case, will it run for ever. 
Successors must be selected and 
taught at an early stage, and they 
must also be listened to, for they are 
still learning from a level of business 
that the senior partmer has left behind 
and may be more aware of what the 
businessman of tomorrow will expect. 
The day of the accountant whose only 
weapon was a green pencil is already 
past. Chartered accountants offer their 
services to persons or businesses who 
themselves are often offering services, 
and there is no room for complacency. 
Most firms probably believe that the 
services they offer are worth the fees 
asked, but the real task is to persuade 
the client. A firm must be consistently 
on the lookout for ways to help its 
clients. Only by encouraging en- 
thusiasm among its younger men car- 
rying out the field work, will the firm 
become aware of many of its clients’ 
problems, and only if it makes an im- 
mediate and sincere effort to solve 
these, will it obtain the confidence of 
its clients. 


A recent American publication, 
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“Construction Accounting and Finan- 
cial Management” by William E. 
Coombs, states that “relatively few 
public accountants know enough 
about the operational end of construc- 
tion to do more than a routine check- 
ing job”. There is no reason to sup- 
pose that such opinions of our profes- 
sion are confined to the construction 
industry. Further, if this indictment 
of the profession as a whole can be 
made, a large number of businessmen 
must view the services of individual 
firms with very limited favour or 
fervour. 


A client should not expect a char- 
tered accountant to be an expert in 
the client’s business. Unfortunately, 
too often he thinks of the auditor as 
an expert in counting cash, mailing 
confirmation requests and sharpening 
green pencils. He is not likely to call 
in his auditor for assistance in the 
preparation of the sales and produc- 
tion reports although these are usual- 
ly far more meaningful to him than 
the financial statements. The latter 
appear too late to be of much assis- 
tance in the day-to-day management 
of a business. 

At first sight it may seem that here 
again the small firm is at a disadvan- 
tage compared with the large firm, but 
this is not so. The partner of a small 
firm has a less diversified practice 
and is able to make a more detailed 
study of the operations of the busi- 
nesses with which he is concerned. 
If the practitioner grows with his 
business, his clients will regard him 
as a well of experience upon which 
they can draw or, at least, as a well- 
rounded businessman who is prepared 
to talk over their problems, whether 
they relate to tax laws, electronic in- 
stallations, a simple synoptic journal 
or what to do with the cash at night. 
If the client groans when the auditor 
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calls, there is something wrong with 
the auditor. The client has not yet 
learned to look upon him as the doc- 
tor of the business who will listen to 
its troubles and offer some relief or 
remedy. Like doctors, accountants can 
make mistakes. These will often be 
excused if the good intentions and 
effort were there, but sometimes the 
accountant will be blamed where no 
remedy would have worked because 
the patient did not follow instructions 
earlier or was dying anyway. 


Conclusion 
The symptoms of a sick accounting 
practice are: 
1. Dilution of accounting practice 
with bookkeeping. 
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2. Loss of professional contacts. 

3. Failure to continue post-gradu- 
ate training, both of principals 
and of staff. 

4, Inability to recognize a special- 
ized problem. 

5. Inadequate training and de- 
velopment of successors. 


6. Little interest in clients’ affairs. 


Where any of these symptoms ap- 
pears, the practice itself is probably 
suffering from a lack of dynamism, 
and the disease may show in the prin- 
cipal as, homeward, he plods his 
weary way. A doctor would prescribe 
a good holiday. An accountant would 
prescribe a successor, sufficiently en- 
thusiastic and mature to realize that 
his training is just beginning. 





The Sole Practitioner 


Being “One’s Own Boss” has certain advantages, and it appeals to those 
who do not wish to be encumbered with a partner or partners, a partnership 
agreement and the sharing of responsibility, or who for other reasons prefer 
to paddle their own canoes. Such motives may appear selfish, but they should 
not necessarily be criticized on that score. Indeed, it may be that people with 
characteristics of that nature would have difficulty in finding anyone to work 
harmoniously in partnership with them. There are, however, grave dangers in 
sole practice which are not always fully realized. Troubles can arise from 
ill-health, shortage of staff, overwork while building up a growing practice 
or continuing to work an established practice when age is taking its toll. 

In his paper on “Professional Ethics” at the 1956 summer course of the 
Institute of Chartered Accountants in England and Wales, Mr. D. V. House. 
F.C.A., a past president, said: 

“I would like to pass on a thought which has occurred to me time and 
time again in connection with disciplinary cases, particularly those involving 
neglect. A very high proportion of the cases relate to members practising 
alone. It is in my view very dangerous, both to himself and his clients, for 
a member to take on more responsibility than he can properly and diligently 
discharge. With no partners to consult or to rely upon in an emergency, a 
sole practitioner is in a very vulnerable position, especially in these days 
when all the work we do tends to become more and more complex. In case 
of illness or special difficulty a sole practitioner ought not to hesitate to seek 
the aid of a fellow practitioner.” 

—Accountancy, November 1960. 
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Tax Review 


Customs TARIFF 


Of the various proposed changes to 
taxing statutes revealed by the Minis- 
ter of Finance in his December bud- 


get speech, those applicable to the 


customs tariff probably were not as 
popular a topic of conversation as the 
proposed increases in withholding 
taxes and the other income tax 
changes. They did receive consider- 
able attention in the financial pages 
of Canadian newspapers, however, 
which may serve to illustrate their 
importance to certain sectors of the 
economy. These changes have long 
been sought by certain trade associa- 
tions and were undoubtedly a source 
of satisfaction to Canadian manufac- 
turers who may benefit from them. 


Whether one is for or against the 
protection from foreign competition 
which Canadian tariffs accord certain 
industries, these recent changes to 
the customs tariff appear to be desir- 
able insofar as they may permit a 
more equitable distinction to be 
drawn between goods of a “class or 
kind made in Canada” and those of 
a “class or kind not made in Canada”. 


Class or Kind 

Some 75 tariff items, covering a 
multiplicity of products, prescribe re- 
duced rates of duty or free entry to 
imported goods if they are “of a class 
or kind not made in Canada”. Also, 
section 6 of the customs tariff imposes 
a dumping duty on imported goods 
“of a class or kind made or produced 
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in Canada” which are sold in this 
country at less than their fair market 
value. 


It is quite apparent that the “class 
or kind” concept is extremely im- 
portant to the Canadian tariff and 
that the protection which it accords 
Canadian manufacturers in no small 
measure depends on the meaning at- 
tributed to the phrase “class or kind”. 
The legislative intent of the words 
was to provide reduced rates of duty 
on machinery or goods not procurable 
in Canada, and it would appear that 
originally they were intended to be 
given a reasonably broad interpreta- 
tion. Mr. Fleming observed in his 
budget speech that it was not the in- 
tention that goods be considered as 
not made in Canada simply because 
their size, style or quality differed 
somewhat from that of similar goods 
made in this country. The Minister 
of Finance also stated that until 1950 
the administration had interpreted 
“not made in Canada” more broadly 
than it has since then and that he be- 
lieved that “not made” should apply 
only to imported goods that are not 
directly or closely competitive with 
goods made in Canada. 

The divergence between the legis- 
lative intent of the phrase “class or 
kind” and the administrative interp- 
retation which allegedly started in 
1950 may have been a consequence 
of several factors. Government policy 
on tariffs as reflected by the GATT 
negotiations may have influenced the 
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administration. Probably more im- 
portant than this, however, was the 
lack of a definition of the phrase 
“class or kind” which precluded any 
uncertainty as to its interpretation 
and would have prevented repeated 
efforts on the part of importers to 
have their goods classified as not 
made in Canada on the strength of 
increasingly fine distinctions. The 
wide spread in rates of duty, as be- 
tween goods made and not made in 
this country, is a strong incentive to 
importers to persuade customs offi- 
cials that their imports are not pro- 
duced domestically and on occasion 
importers have displayed consider- 
able ingenuity in attempting to cir- 
cumvent the “not made” restriction. 
Illustrative of the importance of the 
made and not made distinction are 
tariff items 427 and 427a. The MFN 


(Most Favoured Nation) rate, which 


applies to most countries other than 
certain specified British countries, is 
22%% for machinery under item 427, 
whereas the rate is only 74% under 
tariff item 427a which applies to ma- 
chinery not produced in Canada. 
Tariff Board decisions have revealed 
that the meaning of the phrase “class 
or kind” is less easily defined than 
Parliament probably realized, and it 
seems apparent that the administra- 
tion has not deliberately misinter- 
preted its intention. 


The Minister of Finance has un- 
dertaken to confirm the historic defi- 
nition of “class or kind” and empha- 
sized the need to do this in respect of 
two classes of goods. The first class 
is typified by installations of heavy 
production equipment in pulp and 
paper mills, steel mills and power 
plants. In some respects these instal- 
lations are custom made. Although 
the basic machine may be conven- 
tional, the ancillary equipment and 
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controls are likely to differ from any 
previous installations. Also the na- 
ture of the machines are such that 
they are not apt to be produced in 
substantial quantities in Canada and 
for the purposes of the Tariff Act 
might ordinarily fall within the pro- 
vision that “goods shall not be deem- 
ed to be of a class or kind made or 
produced in Canada unless produced 
in substantial quantities”. Mr. Flem- 
ing considers that the test for this 
class of goods should be whether Can- 
ada has the installed capacity and 
technical know-how to produce the 
unit in question economically, with- 
in a reasonable time, rather than re- 
quire that substantial quantities of 
identical units have been or are being 


produced. 


The second class of goods, which 
were referred to as “shelf goods” in 
the budget speech, are those which 
frequently raise arguments as to the 
meaning of “class or kind”. The ques- 
tion which they pose is whether, in 
deciding if they are made or not 
made in Canada, the Department of 
National Revenue should have regard 
only to domestic and imported goods 
which are virtually identical, or if the 
Department should consider whether 
they are similar in nature and pur- 
pose. It is apparent where Mr. Flem- 
ing’s sympathies lie from his propos- 
ed amendments to the customs tariff. 


Amendments to Customs Tariff 


The following proposed amend- 
ments to the customs tariff are to be 
effective as of December 21, 1960: 


2A. (1) For the purposes of this Act, 
goods shall be deemed to be of a “class or 
kind” made or produced in Canada if 


(a) in the case of goods other than goods 
custom-made to specifications, goods of 
approximately the same class or kind 
are made or produced in Canada; and 
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(b) in the case of goods custom-made to 
specifications, adequate facilities exist 
in Canada for the economic produc- 
tion of such goods within a reasonable 
period of time. 

(2) Notwithstanding subsection (1), 
goods other than goods custom-made to 
specifications shall be deemed not to be of 
a class or kind made or produced in Can- 
ada unless at least ten percent of the nor- 
mal Canadian consumption of goods of the 
same or approximately the same class or 
kind are made or produced in Canada. 

(3) The decision of the Minister shall 
be final with respect to the following mat- 
ters: 

(a) the normal Canadian consumption of 
the goods described in subsection (2), 
and 

(b) whether goods are custom-made to 
specifications, and whether adequate 
facilities exist in Canada for the eco- 
nomic production of such goods with- 
in a reasonable period of time. 


Subsections (9) and (10) of sec- 
tion 6 are repealed and the following 
substituted therefor: 

(9) For the purposes of this Act, not- 
withstanding section 2A, goods may be 
deemed to be of a class or kind not made 
or produced in Canada where similar goods 
made or produced in Canada are not of- 
fered for sale to the ordinary agencies of 
wholesale or retail distribution or are not 
offered to all purchasers on equal terms 
under like conditions, having regard to the 
custom and usage of trade. [Italics added]. 

The words “of approximately the 
same class or kind” indicate that, al- 
though dictionary definitions of the 
word “class” indicate that it may be 
used both for very broad and for very 
narrow designations and that “kind” 
is a more precise designation than 
“class”, in the context of the customs 
tariff they are used for broad designa- 
tions. 

Subsection 2 of section 2A quoted 
above embodies an order-in-council 
passed in 1936 which established the 
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so-called 10% rule. An important 
change to this rule that “shelf goods” 
shall not be deemed to be of a class 
or kind made or produced, unless at 
least 10% of normal Canadian con- 
sumption of the goods are made or 
produced in Canada, is that domestic 
goods need now be only approxi- 
mately the same class or kind. The 
Canadian manufacturer will gain to 
the extent that this will lead to larger 
grouping of products as long as 10% 
of the Canadian consumption is pro- 
duced in Canada. A second qualifica- 
tion to the 10% rule is that the Minis- 
ter of National Revenue is given the 
right to decide “normal Canadian 
consumption”. 


Whether these changes will help 
“infant industries” very much remains 
to be seen. They do satisfy, to some 
extent, the representations of the 
moderately well-established industries 
which have become dissatisfied with 
the gradual whittling away of the 
tariff protection to which they may 
feel entitled. In a small way, the 
changes may contribute to alleviating 
unemployment and to economic na- 
tionalism. 


THE LAW 
Canada-Netherlands Tax Treaty 


The Supplementary Convention be- 
tween Canada and the Netherlands 
referred to in The Tax Review, Janu- 
ary 1960 was proclaimed to be in 
force on November 21, 1960. The 
2%% rate applicable to dividends paid 
by a corporation in one state to a 
corporation in another is effective for 
the calendar year 1960 and subse- 
quently provided that the parent own- 
ed all of the voting stock (except di- 
rectors’ qualifying shares) through- 
out the whole of the year, either 
alone or in association with not more 
than three other companies, each of 
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whom owned at least 10% of the vot- 
ing stock. 


RECENT TAX CASES 
An Assessing Practice Refuted 


A contentious practice of the De- 
partment of National Revenue was re- 
cently challenged in the Exchequer 
Court which resolved the point as to 
whether an individual is taxable upon 
income not received but available to 
him. 

The appellant, Mr. Rousseau, was 
the major shareholder, president and 
manager of a private company from 
which he was entitled to a salary 
of $10,000 per annum. Mr. Rousseau 
also owned a building which was 
leased to the company for $12,000 
per annum and in which the company 
carried out its manufacturing opera- 
tions. In 1954, salary and rent of 
$22,000 were credited to his personal 
account on which he could draw 
at will. During the year an amount 
of approximately $15,300 was with- 
drawn by Mr. Rousseau and declared 
as income. The Minister maintained 
that the balance of $6,700 in the 
account was also taxable since Mr. 
Rousseau could withdraw this a- 
mount at his discretion. Mr. Justice 
Fournier, however, ruled that “the 
taxpayer did not receive a security or 
other right or a certificate or other 
evidence of indebtedness wholly or 
partially as or in lieu of payment of 
or in satisfaction of his salary or of 
his rent”. 

It was made very clear by the court 
that salary and rent must be received 
to be taxable. Extracts from two cases 
decided in the past were reproduced 
in this decision by Mr. Justice Four- 
nier and expressed the opinion of the 
Court rather precisely. In the case of 
Gresham Life Assurance Society 
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Limited v. Bishop, Lord Lindley, deal- 
ing with the meaning of the word 
“received”, said: “To constitute a re- 
ceipt of anything there must be a per- 
son to receive and a person from 
whom he receives, and something re- 
ceived by the former from the latter, 
and in this case that something must 
be a sum of money. A mere entry in 
an account which does not represent 
such a transaction does not prove any 
receipt, whatever else it may be 
worth”. In Leigh v. CIR, Mr. Justice 
Rowlatt said “now one must, I think, 
remember this, that receivability 
without receipt for the purpose of 
income tax is nothing at all”. 


(M.N.R. v. Claude Rousseau) 


Foreign Exchange Profits 


To finance the operations of a Jap- 
anese branch, Aluminium Union Ltd. 
borrowed money from a Japanese 
bank. At the outbreak of war in 1941 
the indebtedness amounted to 713,000 
yen or approximately $175,000 in 
Canadian funds. The debt was settled 
in 1952 for some $2,000 Canadian and 
the Minister sought to tax the profit 
of $173,000 on the grounds that the 
amount constituted a profit arising 
from the company’s business opera- 
tions in Japan. The company’s yen 
for a capital gain was denied by 
the Exchequer Court which ruled that 
as the debt was incurred to earn in- 
come, was not borrowed for capital 
purposes and was thus circulating 
capital, the profit arising therefrom 
was income subject to tax. 

It does seem odd to hold that a 
gain resulting from the disruptions of 
war and extreme inflation in another 
country should be held to be income 
from a business, whereas forgiveness 
of a debt has been held to be a non- 
taxable gain. In this case the reduc- 
tion virtually amounted to a forgive- 
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ness of debt although it did not tech- 
nically qualify as such. 


It seems a pity that the taxpayer 
could not have arranged to have the 
debt forgiven since such a gesture on 
the part of the creditor would have 
earned him the gratitude of the ap- 
pellant which, no doubt, would have 
been a very modest price for $86,000 
worth of goodwill. 


(Aluminium Union Ltd. v. M.N.R.) 


OTHER CASES OF INTEREST 


Kennedy, G. W. v. M.N.R. 

(60 DTC 648) 
Agency contracts ruled trade contracts 
and not capital assets that go to the 
root of the business. Hence, payment 
made by company to an employee to 
terminate agency contracts are income 
to the employee as an adventure in the 
nature of trade. 


Pioneer Laundry & Dry Cleaning Ltd. 

v. M.N.R. 

(60 DTC 650) 
Payments to out-going competitor for 
urging its customers to deal with tax- 
payer ruled deductible outlays as no 
enduring benefit was established. 


Reisman, G. v. M.N.R. 

(60 DTC 640) 
Land and building purchased and rental 
income derived therefrom for three 
years. Owner denied C.C.A. and termin- 
al loss on demolition of building when 
it could not reasonably be considered 
that the property had been purchased 
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with the intention of producing income. 
City ordinance existing at time of pur- 
chase, requiring demolition within three 
years, was the deciding factor. 


Turnbull, K. R. v. M.N.R. 
(60 DTC 634) 


Hotel manager required to pay travel 
expenses for errands connected with his 
employment. Expense not allowed as a 
deduction since two hours per day on 
travel could not be construed as “ordin- 
arily required to carry on business of his 
employment” away from his employer’s 
place of business. 


Crane Ltd. v. M.N.R. 
(60 DTC 1248) 


Cash discounts available to trade debtors 
at year-end ruled a proper deduction in 
computing income for the year. Appeal 
dismissed, however, because of applica- 
tion of since repealed section 14(1). 
Allowance of discounts would have con- 
stituted a change in method of com- 
puting income with which the Minister 
was loathe to concur at the time. 


Regal Heights Limited v. M.N.R. 

(60 DTC 1270) 
Four associates acquired land to build 
a shopping centre and sold land to a 
company (appellant) in return for 
shares. Failing to interest a large de- 
partment store in this venture, the com- 
pany sold the land in three parcels and 
the profits were taxed as fruits from 
an adventure in the nature of trade. 
Supreme Court rules four to one to up- 
hold TAB and Exchequer Court deci- 
sion to tax profits, calling the venture 
a speculation in vacant land. 








BY PETER C. BRIANT, PH.D., C.A. 


Associate Professor, McGill University, Montreal 
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MAGAZINE ARTICLES 
EXECUTIVE COMPENSATION 


“EXECUTIVE COMPENSATION — ARE 
You KEEPING IN STYLE OR COUNTING 
THE Costs?”, by William H. Hoffman, 
Jr. N.A.A. Bulletin, January 1961, pp. 
15-23. 

The emphasis is laid on managerial 
misconceptions of executive compen- 
sation plans. The fundamental fault 
is the lack of adequate cost informa- 
tion. There are several reasons for 
this. First, it is hard to appraise ac- 
curately the costs of variable and de- 
ferred compensations. Secondly, most 
employers are satisfied to classify 
executives according to their basic 
salaries and do not trouble to assess 
the fringe benefits. Thirdly, there is 
a fear of adverse public criticism or 
stockholder disapprobation. 

The first managerial misconception 
is the popularity of deferred com- 
pensation which may, however, cause 
great trouble to tomorrow’s manage- 
ment; secondly, the advantages of 
variable compensation are frequently 
exaggerated. An executive is often 
given far more than is needed to 
satisfy him, nor can he be satisfied 
at the time the promises are made un- 
less he feels that the prospects of the 
company are bright. Thirdly, re- 
stricted stock option plans do not al- 
low an employer a tax deduction. 
Yet this disallowed tax deduction is 
a loss, additional to the “accounting” 
loss which the company has already 


taken by sacrificing the spread be- 
tween market price on the day of 
grant and the option price. Both the 
tax and the “accounting” loss natur- 
ally increase with time and as the 
share price rises. Such losses can be 
avoided by other forms of compensa- 
tion such as group life insurance, non- 
contributory medical benefit plans, 
voluntary death gratuities (up to 
$5,000) to widows, or qualified pen- 
sion and profit-sharing plans. Fourth- 
ly, the general impression is that tax 
avoidance procedures involve little or 
no sacrifice to the employer. In the 
case of split-dollar life insurance, for 
example, where the employer is per- 
mitted to pay premiums up to the 
amount of the accumulated cash sur- 
render value of the policy, the com- 
pany, in effect, grants a loan so that 
it loses the use of the money for an 
indeterminate period and, in any case, 
receives no interest. Fifthly, it is be- 
lieved that if a scheme does not work 
satisfactorily, it can be dropped. This 
cannot be done without serious fric- 
tion. Sixthly, it is claimed that em- 
ployee goodwill is sacrificed unless 
some compensation plan is provided. 
It is questionable whether some of to- 
day’s plans are the best means of 
creating this goodwill. High compen- 
sation expense is not synonymous 
with executive satisfaction. 


Caution is recommended as the 
keynote to the planning for any 
executive compensation program. 
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“EXECUTIVE COMPENSATION’ by Brian 
Carrothers. Canadian Tax Journal, 
November-December, 1960, pp. 393- 
400. 

The article reviews the provisions 
of the Income Tax Act which relate 
to compensation for the executive. 
This includes loans by the company, 
rent-free housing, the payment of an- 
nuity premiums, expense accounts, 
profit-sharing plans, funds, allowances 
and benefits. The rulings of the Act, 
in its various sections, are analyzed 
in some detail and related to later 
amendments such as the 1960 budget 
resolution. The latter, for example, 
proposes to authorize a profit-sharing 
plan which will allow the amounts 
allocated by the trustee to be tax- 
able only upon receipt, and not in the 
year of allocation. The employer, on 
the other hand, will not be allowed a 
deduction of more than $1,500 per 
employee. - 

Section 85A of the Act defines the 
tax consequences of  stock-option 
plans contracted after March 23, 1953. 
The benefit received by an employee 
is the difference between the pur- 
chase price paid and the value of the 
shares at the time of acquisition (the 
meaning of “acquisition” is defined). 
The taxpayer can pay either (a) at 
the rate of tax in force in the year of 
acquisition or (b) at a special rate. 
The latter is the average rate paid by 
the employee for the previous three 
years, less 20% of the value of the 
benefit deemed to have been received. 
This places the taxpayer in a position 
analogous to that of a person receiv- 
ing dividends from taxable Canadian 
corporations, who are entitled to a 
20% tax credit. An important disad- 
vantage to the employer is his in- 
ability to deduct the benefit conferred 
on the employee, as an item of ex- 
pense. 

Contributions to pension funds, re- 


277 


tirement allowances, and death bene- 
fits are deductible by the employer, 
and are not taxable for the employee. 
The latter pays in the year of receipt, 
except in the case of a lump sum 
where special provisions are made 
under section 36(1)(a). Paragraph 
12 of the 1960 budget resolutions 
would replace these provisions with 
standard graduated rates ranging 
from 10% to 40% for lump sum pay- 
ments. 

In the case of death benefits, where 
the death resulting in the benefit oc- 
curred after April 9, 1959, a deduction 
may be made (a) of the amount re- 
ceived, or (b) of an amount equal 
to the employee’s remuneration in his 
last year, or (c) $10,000, whichever 
is least. If the death occurred be- 
fore April 7, 1959, the amount de- 
ductible must equal the remuneration 
in the last 90 days. 

In cases of excessive remuneration, 
the excess is deemed to be investment 
income and would be disallowed as 
an expense to the corporation. 


“EXECUTIVE COMPENSATION — GEAR- 
ING THE PROGRAM TO Topay’s NEEDS” 
by Richard C. Smyth. The Manage- 
ment Review, January 1961, pp. 9-14, 
70-79. 

Decisions relating to compensation 
plans should be taken after analysis 
of the short and long-term business 
objectives of the company, and after 
an examination of its present pro- 
grams and the personal situations of 
the executives involved. 

The object of such plans is to at- 
tract and keep high-calibre execu- 
tives, to inspire them to the maximum 
efforts, and to provide the greatest 
advantages to the executives and the 
company of the tax structure. The 
salary is the most important compen- 
sation, and other benefits are usually 
granted on the basis of the salary. 
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The author recommends that salary 
ranges be established without regard 
to personalities. Salaries usually de- 
pend on the size of the company and 
on the industry practice. The inter- 
relationship of salaries within a com- 
pany is important. As a rule, the 
highest should be about 50% greater 
than the lowest on the executive 
level. 

Incentive or bonus grants are often 
proportional to profits. Some formu- 
las are ad hoc, others set predeter- 
mined ratios, as in the case of Gen- 
eral Motors Corporation or Ford Mo- 
tor Company. The merits of before- 
or-after-tax deductions are discussed. 
Such grants should be limited to those 
executives who influence profits, and 
the amount of the grant should be be- 
tween 40% and 60% of top-manage- 
ment salaries, and between 30% and 
40% of middle-management salaries. 
The methods of distribution, subjec- 
tive and objective, are discussed. 


Deferred compensations make pos- 
sible the avoidance of a tax impact. 
They usually take the form of provi- 
sions for capital gains or for de- 
ferred payments. The merits of the 
schemes in their bearing on the tax 
structure are discussed. One draw- 
back, their erosion by inflation, may 
be countered by stock offerings. Gen- 
erally, deferred compensation plans 
are more suitable for those over 50 
years of age, with salaries over $30,- 


Stock-option plans are more pop- 
ular among growth industries like the 
drug or the electronic. They have 
been adopted by over half the com- 
panies listed on the New York Stock 
Exchange. Stock-option plans are 
distinct from stock-purchase plans in 
which most employees can _partici- 
pate. The former should provide a 
real incentive and bring benefits as 





THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1961 


high as 2-5 times the salary. Not 
more than 15% of the shares in a plan 
should be granted to any one indi- 
vidual. The tax advantages are ana- 
lyzed. 


“ARE Stock Options GETTING OvuT OF 
Hanp?” by Erwin N. Griswold. Har- 
vard Business Review, Nov. - Dec. 
1960, pp. 49-55. 


Emphasis is laid on the need to 
examine the philosophy and practice 
of stock options. It is suggested that 
Congress, through an appropriate 
committee or the Treasury, investi- 
gate the practice to determine the ex- 
tent to which stock options have been 
used, the benefits which they have 
conferred, and the nature of the in- 
centive which they have provided. 
Stock option plans seem to fall out- 
side the general safeguards provided 
in the case of other employee-benefit 
plans, and they are as discriminatory 
as the employer desires. 


If the value of the option, at the 
time it is granted, is at least 95% of 
the market value, no “income” for tax 
purposes is realized when it is exer- 
cised. If it is then sold, the profit 
is treated as a capital gain, although 
no risk was involved in the original 
purchase. If it is held until death, 
there is no tax liability, and the stock 
passes to the estate or the beneficiary 
taking as its basis the fair market 
value at the time of death. 


If the value of the option, at the 
time it is granted, is 85% to 95% of the 
market value, there is again no in- 
come when it is exercised. However, 
the spread between the option price 
and the market value at the time of 
the grant is taxable as ordinary in- 
come on disposition of the stock, or 
after death. A new amendment, on 
the other hand, is now seeking to dis- 
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qualify inheritance by the widow as a 
“disposition”. 

A further hedge is provided by the 
“put” arrangement, whereby a right is 
purchased to sell the stock at a fixed 
price in the future. There is thus pro- 
tection against the possibilities of a 
drop in price during the waiting 
period when shares may not be sold. 

Stock options serve a useful pur- 
pose in tightly held corporations, for 
it is possible for good management 
to influence their profitability and 
their stock values. But it is precisely 
in these companies that it is hard to 
evaluate the stock. Moreover, should 
their shares rise considerably, an op- 
tion bought at 85% of what was con- 
sidered the market value at the time, 
may later be judged to have been 
worth less than 85% at the time. Thus, 
the option clauses will not protect it 
just when it is worth most. 


Other aspects of the problem dis- 
cussed include the practice of vari- 
able prices, and the cost of option 
plans. The need for a general review 
is stressed, particularly to enable us 
to find out the real “incentives which 
lead people to engage in productive 
and useful work” and the best tax de- 
vices for the required financial incen- 
tive. 

BOOK REVIEWS 
“History of Public Accounting in the 
United States”, by J. D. Edwards; 
published by Michigan State Uni- 
versity; 368 pages; $6.50 

By wide research in accounting lit- 
erature, James Don Edwards has 
compiled a comprehensive history of 
public accounting in the United 
States. Much of the early back- 
ground material is credited to the 
English journal The Accountant, and 
The Journal of Accountancy is a fre- 
quent source for the later history of 
the profession. 
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It was in 1886 that Edwin Guthrie, 
F.C.A. of Manchester, England and 
John Heins of Philadelphia met to 
discuss a plan to organize public ac- 
countants in the United States into a 
society. Its purposes were “to elevate 
the standing and advance the interest 
of public accountants; and to direct 
attention to the advantages offered 
by, and the safeguard attending, the 
auditing and adjusting of books and 
accounts by persons thoroughly skill- 
ed and experienced as public ac- 
countants; and to establish personal 
reputation”. 

The society was originally to be 
called the “Chartered Accountants’ 
Institute”, but Guthrie advised against 
this to avoid confusion with visiting 
accountants from England who, in 
those days, undertook the most re- 
sponsible business available to public 
accountants. The American Associa- 
tion of Public Accountants came into 
being in December 1886 and was in- 
corporated in the following year un- 
der the laws of New York State. 


Some features of the book are of 
considerable interest, such as the ac- 
count of the Cardozo case of 1926 
which resulted in defining the ac- 
countant’s responsibilities in auditing 
engagements. In the chapter deal- 
ing with the 1950’s the emphasis on 
the conflict between public account- 
ants and the legal profession may 
seem unfortunate to chartered ac- 
countants in Canada where the two 
professions cooperate so successfully. 
Also, in this chapter it would seem to 
be rather out of place, in measuring 
general professional progress, to list 
the success and expansion of individ- 
ual firms. 


However, Professor Edwards has 
brought together the many and com- 
plex facets of the accounting profes- 
sion throughout its 75-year history in 
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the United States. As the first work 
to cover public accountancy from its 
origin to the present day, this book 
provides a useful addition to account- 
ing literature and should command a 
great deal of respect for its detail 
and accuracy. All who are interested 
in tracing the growth of the profes- 
sion should read this book. RE. 


“Business Administration” (2nd _ ed.), 
by M. E. Hurley; published by 
Prentice-Hall Inc., 1960; 489 pages; 
$7.95 

The book begins with an outline of 
the technological changes since the 
Industrial Revolution that have con- 
tributed vitally to the major altera- 
tions in business size, methods, and 
organization and administration. The 
emergence of a class of professional 
managers and of a theory of scienti- 
fic management is linked directly to 
the growth of the large, complex 
business unit, and this in turn is at- 
tributed to the ever-changing de- 
mands of a growing, progressive 
economy. 


In a small business setting, the au- 
thor introduces the reader to the 
many problems that confront the 
managers of a small, growing organi- 
zation and points out the need to or- 
ganize the management group on a 
functional basis. In the course of this 
presentation is a chapter on business 
problem analysis and report writing, 
which is one of the high points of the 
book. 

A brief introduction to the basic 
concepts of management is offered in 
chapter 6. Extensive use is made of 
the management philosophy of Gen- 
eral Electric Company which serves 
as a practical example of modern 
management concepts at work. While 
this material makes for fascinating 
reading, the entire treatment is in- 


adequate as a frame of reference for 
the chapters which follow. 


Generally speaking, the chapters 
devoted to the functional areas of 
management are little different from 
those to be found in any introductory 
“management” text. The handling of 
materials management, however, 
merits special mention for its well- 
organized and enlightening presenta- 
tion of the significance of good ma- 
terials planning in a manufacturing 
operation. 

Finally, the author presents an in- 
teresting discussion of the role of 
government in the regulation of busi- 
ness enterprise. A strong case is made 
for individual freedom, yet the fact is 
recognized that in some areas govern- 
mental planning is necessary to pre- 
serve the essential rights of all the 
members of society. 

This volume should provide an in- 
teresting, often stimulating, introduc- 
tion to the wide field of business ad- 
ministration. It is hoped that it will 
spark the interest that will lead to 
further reading in this area and so 
provide a broader knowledge and a 
more balanced appreciation of man- 
agement problems. The reader who 
expects more than this is likely to be 
disappointed. 

J. B. Wavucu, C.A. 
University of Manitoba 
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Wuat 1s AvupITING?*® 
R. M. Rennie, C.A., 
Touche, Ross, Bailey & Smart 


Our profession has made great pro- 
gress in the past few years, and there 
are even better things ahead. The 
chartered accountant today is called 
upon to provide service in many diver- 
sified fields, and it seems sure that 
more opportunities will open in the 
next few years. 

What is auditing? It is quite simply 
the process of arriving at a competent, 
informed and independent opinion on 
a set of financial statements. To be a 
competent opinion, it must be given 
by someone who is properly qualified 
through training and experience. To 
be an informed opinion, it must be 
reached only after an adequate ex- 
amination of the relevant facts. To be 
an independent opinion, it must not 
be given by the person responsible 
for producing the statements or by 
anyone under such person’s direction 
or supervision. In the typical case, 
then, the auditor’s opinion is an in- 
dependent verdict on the financial 
statements of management. 

While auditing is not very difficult 
to define, it is surprising how loosely 
we ourselves use the term, hardly 
bothering to distinguish it from ac- 
counting, which is quite another mat- 
ter. It is essential to good auditing to 


* Summary of a talk presented at a staff 
training meeting. 


maintain a clear distinction between 
auditing and the related fields in 
which C.A.’s practise their profession. 
There are many other fields in which 
a chartered accountant can put his 
skill and experience to work in the 
service of his clients, but however 
varied and important these other ser- 
vices are, auditing, in contrast to them, 
demands not only skill in account- 
ing and experience in business, but 
a very special sort of independence. 
Other services must be done on a 
strict professional footing and, in a 
sense, they all demand independent 
judgment, but not the special sort of 
independence that the auditor must 
have. One might almost say that when 
acting as an auditor, the chartered 
accountant is in the role of a judge, 
while beyond the audit field he is 
more like a doctor. An auditor is re- 
quired to take a completely detached 
view of things, but it has never been 
suggested that a doctor must be com- 
pletely indifferent as to whether his 
patient recovers or not. 


Proper Financial Statements 


It is the auditor's duty to decide 
whether a set of statements presents 
a fair picture. The basic requirements 
in the production of proper statements 
merit consideration because the audi- 
tor’s whole job could be defined as 
an examination to satisfy himself that 
such requirements have been met. 

The requirements for good state- 
ments are of two sorts. In the first 
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place there must be an efficient pro- 
cedure for recording financial trans- 
actions, i.e. the auditor must be satis- 
fied that the basic records from which 
the statements are prepared contain 
a minimum of unintentional errors 
or of deliberate fraudulent distortions. 
The second requirement for good 
statements is the interpretive process 
which requires skill, judgment and 
honesty at each stage of compilation, 
i.e. the auditor must be sure that ap- 
propriate and consistent accounting 
principles are used throughout and 
that the problems of valuation are de- 
cided with good judgment. 

Before giving his opinion on a set 
of statements, the auditor must pass 
on both the adequacy of the me- 
chanical recording of transactions and 
the soundness of the judgment exer- 
cised. However, no matter how skil- 
ful or well-trained a person may be 
and no matter how complete an ex- 
amination he may have made, his 
opinion on a set of statements is not 
an auditor’s opinion unless it is an 
independent opinion. 


Fraud Detection 

The auditor is no longer considered 
as the man who will discover a small 
shortage in the petty cash or a small 
item which has been charged to one 
expense account instead of another. 
The current trend in auditing is to 
emphasize not fraud detection but the 
giving of an independent opinion. It 
might be more pleasant if we could 
dismiss the nasty possibility of fraud 
altogether and concentrate entirely on 
the granting of an opinion, but this 
is going a little too far. 

The detection of fraud in the ac- 
counts is still an important job in any 
audit. This is demonstrated by many 
factors in modern auditing: the sur- 
prise element that we are careful to 
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protect in performing many proce- 
dures, the crosschecking of one result 
with another, the emphasis on divi- 
sion of responsibility and internal 
control in general, and so on. 


If fraud detection is an important, 
but not the main, object of auditing, 
the difficult problem arises of how far 
the auditor should go in probing for 
fraudulent manipulations. This, of 
course, must be left to the auditor's 
judgment, but he must be sure to go 
far enough that he would discover 
any serious or barefaced fraud. 


Changing Role of the Auditor 


The role of the auditor has changed 
from the time when he followed the 
bookkeeper around repeating his 
operations to check the accuracy of 
his work. New types of testing have 
been devised to keep up with the 
changing trends in the business world. 
These trends include the marked in- 
crease in the size of the industrial 
and financial unit, the separation of 
ownership from management, the de- 
mands of investors (both buyers and 
sellers) and the general speeding up 
of the tempo of living, and so on. 


In the old days when commerce was 
simple and small-scale it was relative- 
ly easy to know what one should do, 
what was right and what was wrong. 
Auditing is far more difficult and com- 
plicated than that today, and at the 
same time it has become more im- 
portant. The trend is developing away 
from the monotonous job of routine 
checking and towards the sort of 
analysis work that requires skill and 
training. Certainly the interpretive 
part of the auditor’s work has come 
more to the fore in recent years. How- 
ever, he still tends to overemphasize 
the routine checking (which is de- 
signed to satisfy himself on the re- 
cording of transactions), and does 
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not pay enough attention to the in- 
terpretive functions. 

It is not suggested that routine tests 
can be eliminated altogether, for the 
auditor must make sure that the re- 
cording of transactions has been done 
in a satisfactory manner. He simply 
cannot form an opinion before he has 
done any work. 


Amount of Detailed Checking 

This leaves the problem of how 
much detailed checking the auditor 
should do. The answer of course 
is that he should do just enough 
routine checking to satisfy himself 
that the recording of transactions has 
been done in a satisfactory manner. 
Once he has this assurance, any fur- 
ther checking is a waste of time. 


One reason for wasted time is that 
the senior in charge of an audit does 
not plan his work properly. He some- 
times runs out of work for his staff 
and just to keep them busy he asks 
them to keep on with their checking 
even though they have done sufficient 
work to enable the partner to express 
an opinion. When this sort of thing 
happens, someone has to pay for the 
time wasted. 


The Analytical Approach 

Not enough attention is paid to 
analytical work in auditing, and not 
enough time is spent in finding out 
what the final figures mean. More time 
should be devoted to comparing the 
results of the company being audited 
with other companies in the same line 
of business, in comparing results with 
previous years, in reviewing interim 
statements, in working out ratios 
which, if used properly, can be of 
great use to the auditor, and so on. 
There is a wide variety of useful ra- 
tios. The relation between sales, re- 
ceivables and cash discounts granted 
may reveal slow accounts or slackness 
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in discounts, or simply an unusual 
ratio compared with other years. 
Similar comparisons between raw, in- 
process and finished goods inventories 
may point to stock beyond require- 
ments with vital implications. 

It is a mistake to do analytical 
work at the wrong part of the audit. 
Almost nothing can be concluded im- 
mediately from any ratio or compari- 
son. The main purpose of such tests 
must always be to guide the auditor 
in making inquiries and in seeking 
explanations. It follows, therefore, 
that the earlier in the audit the analy- 
sis work is performed, the more valu- 
able it will be. The ideal time for 
analysis is at the start of an audit 
so that the results can be used in 
designing the audit program. This, 
of course, is not always possible but 
whenever the tests are done, some 
time should be allotted to digest the 
results and follow up the points which 
the analysis raises. 


Scope of the Audit 

It should be remembered that it is 
the auditor alone who should decide 
on the scope of the audit. If someone 
tells him how much work to do or 
what items to check, the special de- 
gree of independence which he must 
have is lost. The auditor must be al- 
lowed to do any work he considers 
necessary before giving an opinion on 
a set of statements, but he must as- 
sume the responsibility of doing his 
examination as efficiently as possible. 
It is wrong for an auditor to insist 
on his right to do any tests he con- 
siders necessary and then to proceed 
to waste time (and therefore money ) 
in doing work which is not necessary 
to form an opinion. 


The Time Element 
The time element in auditing is be- 
coming more and more important. In 
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the old days it did not matter much if 
juniors and intermediates wasted a 
few hours here and there as they were 
paid virtually nothing. But today this 
inefficiency costs someone money. 
Auditors have to be as efficient as any- 
one else. If a proper opinion, in a 
given case, can be reached after, say, 
1,000 hours of audit time, any further 
expenditure of time is wasted. Even if 
the auditor is able to collect a fee 
from his client for any time wasted, 
he should not feel satisfied. His goal 
should be to give the best service to 
the client at all times and this means 
rendering value for payment. If he 
wastes time, he is not giving the best 
service and therefore is letting the 
client down. 


This leads to the question of what 
audit work should or should not be 
done. This is a matter of judgment, 
and each procedure adopted should 
be definitely pointed at the auditor’s 
fundamental objective of reaching an 
opinion on the fairness of the state- 
ments. In modern business the auditor 
is confronted with an enormous 
volume of transactions, each one of 
which could be probed indefinitely. 
No matter how far he goes, there are 
always further documents which 
could be scrutinized and more people 
who could be questioned. All modern 
trends seem to make it more difficult 
to decide the extent of the audit and 
thus to put a greater premium on 
good judgment. 


Materiality 


The sole function of accounting is 
to produce useful information; there 
is no merit in a financial statement 
unless it is of use to someone. We 
should keep this in mind in our audit- 
ing. It is a waste of time to refine 
figures beyond the point at which they 
have any genuine significance, and yet 
how many of our working papers 


show minor adjustments which could 
not possibly alter the statements 
materially! 


Everything discussed so far may be 
termed the usual “old stuff’ about 
auditing which accountants have been 
talking about for some years. We all 
seem to know what should be done, 
but we seldom get around to actually 
doing it. We should not feel satisfied 
with our present audit procedures and 
should realize that some of our audit 
work is unnecessary and that the man- 
ner in which we carry out certain pro- 
cedures leaves much to be desired. 


Unless we do something about put- 
ting some of our theories into action, 
we are simply wasting our time hav- 
ing discussions or conferences. 


2 ° o 


BROKERS’ AUDIT — UNCLAIMED 

DIVIDENDS MISAPPROPRIATED 

The following relates a defalcation 
case involving unclaimed dividends 
in a broker’s office. While the method 
used was relatively simple, it should 
serve to put all those concerned with 
similar audits on guard against any 
scheme to misappropriate funds from 
this source. The firm had a good sys- 
tem of internal control on payments 
of unclaimed dividends, but over the 
years certain important safeguards 
were relaxed, and even the final act 
of a partner signing the cheques did 
not prevent the misappropriation. 


In this instance the employee's 
duties included the general supervi- 
sion of the brokers’, clients’ and divi- 
dend ledgers and the checking of 
trial balances. He also made periodic 
independent reconciliations of the 
bank accounts. In the course of his 
duties he had to present cheques for 
signature to the signing officers (one 
of whom had to be a partner) for 
dividend claims, properly supported 
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by evidence of the claim. It is pre- 
sumed that amongst these a cheque 
was now and again inserted payable 
to a bank and the necessary signa- 
tures obtained. Cheques drawn pay- 
able to banks are commonplace and 
are scarcely likely to arouse the same 
enquiry as a cheque payable to an 
individual. 

Having obtained the cheque, the 
employee proceeded to alter it by 
inserting his own name after the name 
of the bank, and to purchase a U:S. 
funds bank draft which was then 
cashed at another local bank. It is 
standard practice of the bank issuing 
the draft to require the cheque to be 
completed thus “Pay to X Bank, re 
Draft John Smith”. Therefore, by 
simply adding his name after obtain- 
ing the signatures, he caused the bank 
to issue the draft without any ques- 
tion. He was able to cash the draft 
at another bank without any questions 
being asked by the teller, who had 
once been a neighbour of his. The 
broker’s cashier, when reconciling the 
bank account, apparently did not 
question the periodic cheques which, 
after alteration, were plainly payable 
to a fellow-employee. The employee 
was also careful not to issue one of 
these cheques in the month of audit, 
but did so two days after the cut-off 
reconciliation. 


With the apparent intention of 
diverting attention from a declining 
balance in unclaimed dividends, he 
had resorted to debiting unclaimed 
dividends and crediting clients on 
the last day of the month, for dividend 
cheques dated the following day. 
Thus, if a question were raised con- 
cerning the lower balance, his ex- 
planation might well be accepted. 


The whole matter came to light 
because the unclaimed dividend ac- 
count had decreased from the previous 
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year-end balance. The employee's ex- 
planation did not seem quite right, 
and a review of significant debits to 
the account was carried out. This im- 
mediately revealed the cheques pay- 
able to the employee. 


In order to balance the unclaimed 
dividend subsidiary ledger, he had 
simply withheld cards with credit 
balances equal to the amount which 
had been misappropriated so that 
when the trial balance was checked 
by the auditors it agreed with the 
control account. 


The scope of a broker’s audit does 
not call for an examination of entries 
in the unclaimed dividend account. 
However, it does seem advisable to 
review and examine any large debits 
to the account, and certainly to 
investigate any significant variation 
from a normal and fairly constant pat- 
tern of annual increases in this type of 
account. 


oO * oO 


A “JUNIOR” AUDITING PROBLEM 


You are auditing the records of 
“A” company whose fiscal year ended 
on January 31, 1961. “A” company has 
branches at “X”, “Y” and “Z” which 
are on a limited accounting basis. 
The head office maintains all account- 
ing records for the branches except 
for cash books, accounts receivable 
ledgers, payroll records and perpetual 
inventory records. The general ledger 
and necessary controlling accounts are 
maintained at head office. “A” com- 
pany has a general bank account and 
a payroll bank account only. Local 
cash receipts are deposited in the 
general account by the cashier. The 
bank also transfers funds into this ac- 
count from the branch banks. All 
cheques are written on the general 
account with the exception of payroll 
cheques. Each of the branches has 
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two bank accounts: a “deposit” ac- 
count and a “manager’s expense” ac- 
count. Cash receipts are deposited 
intact daily in the “deposit” account 
and at the end of the day the bank 
automatically transfers the amount in 
the account to the general bank ac- 
count at head office. The branch 
cashiers prepare cash reports and for- 
ward the reports together with a 
stamped copy of the duplicate deposit 
slip direct to the accounting depart- 
ment at head office. Local expenses 
are paid by cheque drawn on the 
“manager's expense” account which is 
on an imprest basis for each branch. 
Periodically an expense report show- 
ing date of issue, cheque number, 
payee, amount and distribution is 
prepared and forwarded to head of- 
fice for reimbursement. The necessary 
vouchers supporting the expenditures 
are affixed to the report. The branch 
banks are required to forward all bank 
statements and paid vouchers direct 
to the accounting department of “A” 
company and they are available for 
your inspection there. 


Your examination of the banking 
transactions of “A” company and “X”, 
“Y” and “Z” branches has revealed 
the following transactions: 


1. “A” company issued cheque #756 
for $1,623.50 on January 27, 1961. 
It was deposited by “X” branch 
on January 31, 1961 but not 
cleared through “A”’s bank until 
February 6, 1961. 

2. “A” company issued cheque +758 
for $1,416 on January 27, 1961, 
deposited by “Y” branch on Janu- 
ary 30 and cleared by “A”’s bank 
on January 31, 1961. 

3. “A” company issued cheque +761 
for $1,262.60 on January 30, 1961 
deposited by “Z” branch on Febru- 
ary 6, 1961 and cleared through 
“A”’s bank on February 9, 1961. 


4, “A” company issued cheque #827 
for $1,316 on February 3, 1961, 
reimbursing “Z” branch for man- 
ager’s expense cheques written to 
January 31, 1961. Cheque was de- 
posited by “Z” branch on February 
6, 1961 and cleared through “A”’s 
bank on February 9, 1961. 


5. “X” branch bank transferred $6,230 


on January 31, 1961 representing 
the January 30 deposit and cash 
report. Cash report entered in 
January cash book by head office. 
Transfer recorded on general bank 
account statement on February 2, 
1961. 


6. “Y” branch bank transferred $2,627 
on February 2, 1961 representing 
the January 30 deposit and cash 
report. Cash report entered in 
February cash book by head office. 
Transfer recorded on general bank 
account statement on February 3, 
1961. 


7. “Z” branch bank _ transferred 
$3,228.75 on January 30, 1961 re- 
presenting January 27 deposit and 
cash report. Cash report entered 
in January cash book by head of- 
fice. Transfer recorded in general 
bank account statement on Janu- 
ary 31, 1961. 


8. “Z” branch bank _ transferred 
$5,627.36 on February 2, 1961 re- 
presenting the January 30, 1961 
deposit and cash report. Cash re- 
port recorded in January cash book 
by head office and bank transfer 
entered on general bank account 
statement on February 6, 1961. 

You are required to: 

(a) Prepare a schedule of inter- 
branch transfers. 

(b) Indicate by code or otherwise be- 
side the amounts on the sche- 
dule — 

(i) On which bank reconcilia- 
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tions the amount of the trans- 
fer would be shown as a re- 
conciling item, if at all. 

(ii) Whether or not any adjust- 
ment to the company’s re- 
cords would be required. 


(Submitted by K. H. C. Laundy, C.A., 
Clarkson, Gordon & Co.) 


(A solution to this problem will 
appear in the May issue). 


CORRESPONDENCE 
Canada’s Own Definition of Market 


Sir: Management seems to accept the theory 
that inventories should be valued at the 
lower of cost or market, but when asked 
to define “cost” or “market”, all previous 
accord is lost. 


The attitude is often taken that the most 
practical method of determining cost is the 
best, be it standard, Fifo, average, or some 
other costing process. The auditor, whether 
Canadian, American or British, will usually 
agree to the basis used, provided it appears 
reasonable under the circumstances. 


The question now arises as to “what is 
market”? In recent months, this very con- 
troversial topic has restimulated some lively 
discussions (see CCA, November 1959, page 
431, “Valuation of Inventories — Meaning 
of Market” by Gertrude Mulcahy, C.A.). 
The English and Americans have adopted 
more or less opposing ideas of market, the 
English using “net realizable value” and 
the Americans using “replacement value”. 
A partial compromise has been reached, 
with each consenting to a further write- 
down in inventory where the application of 
market interpreted by the other country 
would result in a significantly lower market 
valuation. To the writer, this is just another 
example of the accountant’s inability to 
resolve controversial issues, admitting both 
are right, though probably preferring one 
over the other. One cannot help but wonder 
whether the subject of accounting is be- 
coming so subjective as to make any ob- 
jective thinking impossible. 

The writer would like to add another 
“subjective” opinion to those already sub- 


287 


mitted and, at the same time, hopes that 
a more positive definition of market may 
result. The view taken will not agree with 
that advocated by either of the foreign 
countries. The Canadian Institute rarely 
makes independent decisions on contentious 
issues; instead it chooses to accept the 
British or the American judgment, or else 
does not commit itself. Presence at physical 
stock-taking may be considered a case in 
point. 

It is suggested that “market value” should 
be defined in accordance with the purpose 
for which the inventory exists in its current 
stage of development. If it is intended to 
sell the stock as it stands at the balance 
sheet date, then net realizable value is the 
most logical interpretation of market; on 
the other hand, should the stock not be in 
saleable condition, it would seem more 
logical to use replacement value. 


Using the above definition of market, 
its application to the various stages of in- 
ventory will now be considered. 


1. Raw materials 

It is generally accepted that all current 
asset valuations are based on the assump- 
tion of a going concern. To calculate a 
realizable value for raw materials is to 
imply immediate liquidation of the busi- 
ness. Since they are intended for further 
processing it would seem that the cost 
of placing similar materials in the same 
stage of production is the most logical 
basis of determining market value. There- 
fore it is recommended that raw materials 
may best be valued at lower of cost or 
replacement value. 


2. Work-in-process 

Again we must assume a going concern 
which normally does not sell unfinished 
goods. Usually work-in-process is not in 
a saleable condition so that net realizable 
value is impractical. Where certain ma- 
terial in process can be sold in its incom- 
plete state, there may be some argument 
for using net realizable value. Ordinarily, 
however, such goods are not readily mar- 
ketable, nor are they intended to be, 
so that replacement cost should be used 
for market. 
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3. Finished goods 


To calculate a replacement value for 
finished goods, by-products, and goods 
purchased for immediate resale is to 
imply that their purpose is not to be sold 
but to be replaced by other complete 
goods. Obviously they are intended for 
sale and, as such, should be priced at 
net realizable value for market. 

Supplies 

Store supplies present a slightly different 
problem. As they are intended for use, 
not sale, replacement cost would seem 
the more appropriate interpretation of 
market. However, some question might 
arise as to whether or not a market value 
should be calculated at all. Where the 


supplies are used directly or indirectly 
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in production, they should be treated the 
same as raw materials or work-in-process. 
Office supplies will either be written off 
entirely on purchase or capitalized at 
cost and written off as used. There should 
be no concern for market value, since 
they are not normally included with other 
inventory items. 

It is hoped that this comment may 
awaken some Canadian chartered account- 
ants into thinking for themselves, setting 
aside the views of other countries and com- 
ing up with something original. If it does, 
it has served its purpose. 

Joun C. MacEacuen, R.1LA., 
Montreal West, P.Q. 


( Readers’ comments on Mr. MacEachen’s 
opinions will be welcomed—Ed. ) 
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Alberta 


McClary & George, Chartered Account- 
ants, announce the admission to partnership 
of R. L. Cordingley, C.A. Henceforth the 
practice of their profession will be con- 
ducted under the firm name of McClary, 
George & Cordingley, Chartered Account- 
ants, 10019-103 St., Edmonton. 


British Columbia 

Irving G. Chertkow & Co., Chartered 
Accountants, announce the admission to 
partnership of C. F. Graves, C.A. The 
practice of their profession will continue 
under the firm name of Irving G. Chertkow 
& Co., Chartered Accountants, 1220 Van- 
couver Block, Vancouver. 


A. J. Park, C.A. announces the formation 
of a partnership with B. H. Kuhn, C.A. 
Henceforth the practice of their profession 
will be conducted under the firm name of 
Alan J. Park & Co., Chartered Accountants, 
2nd Floor, 2911 Barnard Ave., Vernon. 


R. I. Logan, C.A. announces the opening 
of an office for the practice of his profes- 
sion at Rm. 14, Goodchild Bldg., Main 
St., Mission City. 


Power & Clouston, Chartered Accountants, 
announce the removal of their offices to 316 
Argyle St., Port Alberni. 


I. H. Boyd, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 659 Clyde Ave., West Vancouver. 


Manitoba 


G. J. Forest, C.A. and L. P. Guenette, 
C.A. announce the formation of a partner- 
ship for the practice of their profession 
under the firm name of Forest Guenette et 
Cie, Chartered Accountants, with offices at 
431 Main St., Ste. 9, Winnipeg 2. 


Sharp, Woodley, Scott & McLaughlin, 
Chartered Accountants, 620 Royal Bank 
Bldg., Winnipeg, announce the admission 
to partnership of K. E. Gray, C.A. 


H. Plattner, C.A. announces the opening 
of an office for the practice of his profession 


at 103 Shnier Bldg., 1021 Winnipeg Ave., 
Winnipeg 3. 


Newfoundland 

H. R. Doane & Co., Chartered Account- 
ants, and A. C. L. Hudson, C.A. announce 
the amalgamation of their practices under 
the firm name of H. R. Doane & Coa., 
Chartered Accountants, Parland Bldg., 273 
Duckworth St., St. John’s. 


Nova Scotia 

A. H. Ritcey, C.A. has been appointed 
managing director of Clayton Construction 
Co. Ltd., St. John’s, Nfld. 


Ontario 

R. D. Hills, C.A. has been appointed 
manager, tax department, of Union Carbide 
Canada Ltd., Toronto. 


The appointment of T. E. Shultz, C.A. 
as treasurer of the board of education 
for the city of London, has been announced. 


Smith, Winston, Wolman, Roth & Smith, 
Chartered Accountants, Toronto, & G. C. 
Smith & Co., Chartered Accountants, Mon- 
treal and Toronto, announce the admission 
to partnership of Albert Zoberman, C.A., 
I. M. Bronfman, C.A. and L. N. Weiss, C.A. 


Joseph Sprackman, C.A. announces the 
removal of his office to the Bathurst Towers 
Bldg., Ste. 301, 2828 Bathurst St., Tor- 
onto 10. 


R. F. B. Taylor, F.C.A. has been ap- 
pointed a vice-president of Trans Mountain 
Oil Pipe Line Co., Vancouver. 


Glendinnning, Campbell, Jarrett & Dever, 
Chartered Accountants, and Ormsby & 
Ormsby, Chartered Accountants, announce 
the merger of their practices. Toronto offices 
will be maintained at 1106 C.P.R. Bldg. 
and 44 Victoria St. 


Quebec 

Alexander Ballantyne, C.A., Montreal, has 
been given an award by the Kiwanis Club 
of St. George, for long and devoted service 
to his profession. 
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Quebec (cont'd) 

Angers, Martel & Co., Chartered Account- 
ants, Quebec city, announce the admission to 
partnership of Roger Laliberté, C.A. 

J. D. Fleming, C.A. has been appointed 
assistant controller of Dow Brewery Ltd., 
Montreal. 

E. J. Lutfy, C.A. & W. J. Lawand, C.A. 
annnounce the formation of a partnership 
for the practice of their profession under 
the firm name of Lutfy & Lawand, Charter- 
ed Accountants, Ste. 203, 7200 Hutchison 
St., Montreal. 

H. M. Shinder, C.A. announces the 
opening of an office for the practice of his 


INSTITUTE 


NOT 
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profession at 5871 Victoria Ave., Ste. 222, 
Montreal. 


Correction 

In the February issue it was reported 
that Charles M. Lang, C.A. was the last 
remaining charter member of the Alberta 
Institute at the time of his death on Dec- 
ember 16, 1960. Mr. Hugh C. Anderson, 
C.A. of Toronto has now informed us that 
he is the last living charter member of 
the Alberta Institute. Mr. Anderson, who 
was formerly a partner of Geo. A. Touche 
& Company, is now a life member of the 
Ontario Institute. 





B.C. INSTITUTE 


Convocation: Sixty-six graduates of the 1960 
final uniform examinations were awarded 
membership certificates at the B.C. Institute 
Convocation held in Brock Hall on the 
U.B.C. Campus on January 6. Guest speaker 
was Major-General Hon. George R. Pearkes, 
Lieutenant-Governor of the Province of 
British Columbia and former Federal Minis- 
ter of National Defence. Dr. G. Neil Perry, 
dean of the U.B.C. Faculty of Commerce 
and Business Administration, assisted with 
the presentation of certificates. Prizes and 
medals were also awarded to leading can- 
didates in the 1960 examinations. 


ONTARIO INSTITUTE 


C.A./C.P.A. Merger Proposal: Following 
the initial announcement of a proposal to 
merge the Institute with the C.P.A. Asso- 
ciation of Ontario, meetings were held 
in Toronto, Kitchener, Kingston, Ottawa, 
London, Windsor and St. Catharines during 
January and February. The meetings were 
all well attended, indicating a lively in- 
terest in the matter among the membership. 
A copy of the text of the talk given by 
representatives of the Council at each of the 
meetings has been sent to all members for 
‘heir information. 


Annual Dinner: The 78th anniversary din- 
ner will be held in the Royal York Hotel, 
Toronto, on March 10. Invitations have 
already been mailed to members. The 
guest speaker is Professor J. Tuzo Wilson, 
O.B.E., president, International Union of 
Geodesy and Geophysics, 1957-60. Ticket 
sales close on March 9, and the cost of 
the meal is $5.00. Dress is dinner jacket 
or dark business suit. 
Annual Conference: As the Ontario Institute 
will be hosts to the Canadian Institute 
conference, being held in Toronto on Sep- 
tember 25-27, a provincial conference will 
not be held this year. It is intended to 
resume the conferences in 1962, although it 
is likely that future gatherings will be held 
in May instead of June, to avoid clashing 
with June examinations. 
Examinations: The uniform intermediate 
and final examinations will commence on 
June 20. The primary examinations will be 
held on June 28 and 29 following the 
uniform examinations. Application forms 
and tiretables will be mailed to students at 
the end of March. The due date for filing 
is May 5; late applications will be accepted 
up to May 19 on payment of a late filing 
fee of $15, in addition to the normal exam- 
ination fee. 

Continued on page 292 
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LIST OF PUBLICATIONS 


For Executive Reading 


Function of Management ...... 


Management Planning 


Principles of Estate Planning 


Integrated and Electronic Data 


Processing 


Valuation of Private Business and 


Professional Practice 


Canada’s Investment Business 


Should Small Business 
Incorporate? . 


Financial Reporting 


(8rd ed. 1959) ............ 
I 6 cu hale is Soup 





Please send remittance with orders. Orders for 
less than $5.00 must be accompanied by remit- 
tance. 


.. .$2.00 





2.00 
2.00 


1.75 


2.00 
1.75 





Specialized Accounting Literature 


Mining Accounting ........... $3.00 
Small Retail Store Accounting 1.25 
Audit Reports .. 1.00 
Grain Accounting . 1.25 
Municipal Finance 1.25 
Accounting for the Forest Product 
Industries __. akan 1.75 
Accounting Terminology 2.50 
(Members) 2.00 
Economics 5.50 
(Members) 4.50 
Auditing Procedures 1.25 
C.A. Examinations in Canada 50 


Accounting and Auditing Research 
Bulletins with binder 3.00 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


69 Bloor Street East 


Toronto 5, Ontario 
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continued from page 290 


Third Annual Public Tax Forum: The third 
tax forum run by the Ontario Institute 
will be held in the auditorium of the 
University of Toronto Schools, 371 Bloor 
Street West, on Tuesday, March 14, 1961, 
at 8:00 p.m. R. B. Dale-Harris, F.C.A., 
will act as chairman to a panel consisting 
of L. F. Heyding, C.A., W. C. Shakespeare, 
F.C.A., F. G. Townsend, C.A., and J. G. 
McDonald of the legal firm of McDonald 
and Ward. The tax forum, run as a public 
service with no admission charge, has 
proved very successful and informative in 
the past. 


QUEBEC INSTITUTE 


Fifth Annual Conference: The fifth annual 
conference of the Quebec Institute will be 
held at Laval University, Quebec, on Thurs- 
day and Friday, June 15 and 16. An in- 
teresting and informative program for both 
practising and administrative chartered ac- 
countants is being prepared by the confer- 
ence committee of which Warren Chippin- 
dale and Marius Laliberté are co-chairmen. 
The university provides excellent facilities 
for technical sessions and attractive living 
accommodations will be available in the 
university at modest cost. 

Convocation, March 18: The annual presen- 
tation of certificates and prizes will take 
place on the afternoon of Saturday, March 
18 in the ballroom of the Ritz Carlton 
Hotel in Montreal. 

Life Membership Certificates: A special 
feature of the March 18 convocation will be 
the presentation of life membership certifi- 
cates to S. R. Campbell, G. C. McDonald, 
John Paterson and W. W. Rathie, all of 
whom have been members for more than 
50 years. 


The editor welcomes information for this 
column. News of members and provincial 
Institutes’ activities received up to and in- 
cluding the 11th of the month will appear 
in the following issue of the journal. 


Student Open House Meetings: Open house 
at the Institute building was held for 
French high school graduates on February 
14 and for their English counterparts on 
February 16. The French program, in 
addition to the showing of a film, included 
addresses by Raymond Morcel, C.A. on 
“Comment choisir une carriére”, by Omer 
Croteau, LS.Com., on “Le besoin d’une 
formation supérieure comme gage de succés 
dans la vie”, and by Léo E. Boissonnault, 
C.A., on “Ce que le C.A. peut offrir au 
monde des affaires et a la société en 
général”. In the English meeting G. Ian 
Craig, C.A., spoke on “How to Select a 
Career”, Warren Chippindale, C.A., on 
“The Advantages of Higher Education” 
and M. Laird Watt, C.A., on “Careers in 
Accountancy”. 


C.A. CLUB OF VANCOUVER 


Robert A. Strachan, M.L.A., official 
Leader of the Opposition in the B.C. Legis- 
lative Assembly and leader of the C.C.F. 
party in British Columbia, was guest speaker 
at the January 10 luncheon. Mr. Strachan 
chided Institute members for their relative 
inactivity in the political life of B.C. 

The meeting on February 7 heard a talk 
by Dave Matthews, president of the B.C. 
branch of the Amateur Athletic Union of 
Canada. 


PRINCE GEORGE C.A. ASSOCIATION 


1961 officers of the Prince George C.A. 
Association are: president, Mark Thibau- 
deau, C.A.; secretary, Colin Sabiston, C.A.; 
examination supervisor, E. E. Crowe, C.A. 


OKANAGAN-MAINLINE C.A. STUDENTS 
SOCIETY 


C.A. students from Kamloops, Vernon, 
Kelowna and Penticton have formed a 
Students Society. Officers elected at the 
inaugural meeting held in Kelowna are 
Gordon Sladen, Kelowna, president; Les 
Price, Kamloops, vice-president; Derek 
Beardsell, Kelowna, secretary. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted $7.00 per column inch; Positions offered, 
$10.00 per column inch; Professional opportunities, $15.00 
per column inch; 
Semi-display rate, $17.00 per column inch. 


Closing date is 11th of preceding month. 





BUREAU DE COMPTABLES agréés éta- 
blit depuis 3 ans, désire acheter clientéle ou 
partie de clientéle située 4 Montréal ou 
environ. Considérera arrangement pour 
transfert de clientéle ou succession. Boite 
315. 





C.A., B.COM., age 33, desires return to 
profession leading to partnership with small 
to medium-size firm in Ontario. Supervisory 
and branch experience with national firm. 
Box 316. 





FOR SALE: Accounting practice, Metro 
Toronto, approximately $40,000.00 gross. 
Large well-equipped offices, well-trained 
staff, excellent location. Offers invited. 
State cash available. Box 318. 





LATIN AMERICA — International public 
accounting firm has career openings for 
experienced accountants. Offices are lo- 
cated in large modern cities in Venezuela, 
Colombia, Panama, Argentina, Brazil and 
other Latin American countries. Candidates 
may be single or married. Opportunity for 
advancement together with attractive com- 
pensation. Contracts are generally for 
two or three years and are renewable by 
mutual agreement. Please submit in confi- 
dence a complete summary of your qualifi- 
cations and experience, including salary re- 
quirements, to Box 314. 


CHARTERED ACCOUNTANT who is a 
university graduate and who has had sever- 
al years experience as teacher and /or prac- 
titioner of accountancy is sought by Mount 
Allison University for the teaching of ac- 
counting, auditing, and related commerce 
and economics subjects. A_ well-qualified 
applicant would also be appointed acting- 
head of the department of commerce. 
Duties commence in September, 1961. The 
position offered is permanent, subject to the 
usual probationary period. Salary and 
grade of professorship offered depend on 
qualifications and experience. Enquiries 
and applications should be addressed in 
the first instance to the Head, Department 
of Commerce, Mount Allison University, 
Sackville, N.B. 


ac 
POSITION IN U.S.A. or overseas desired 
by young B.Com., C.A., to gain experience. 
Salary no consideration. Box 319. 


CHARTERED ACCOUNTANT seeks to 
associate himself with expanding firm of 
chartered accountants in Montreal, with a 
view to eventual partnership. Box 320. 


PARTNERSHIP OPPORTUNITY available 
in Ontario for recently qualified C.A. in- 
terested in establishing his own practice. 
Box 317. 


SECOND AND THIRD year students re- 
quired by Wm. Eisenberg & Co., Toronto, 
EM 3-4222. 


CHANGE OF ADDRESS 


Members and students who change their address and advise The Canadian 
Institute of Chartered Accountants of such change should also notify their 


own Provincial Institute. 


Periodic reconciliations of mailing tists are carried out but to ensure prompt 
receipt of all provincial Institute mail, it is essential that the secretary of the 
provincial Institute be notified directly. 














The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 


BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - ~- Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - - - - - = Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 
Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


200 University Avenue - - - - ~- Toronto 1, Ont. 
MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 


STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 
Barristers and Solicitors 


112 Yonge Street - - - + - + - = Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - + Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 
Royal Bank Building - - - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 
464 St. John Street - - - -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal I, Que. 
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MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street 


LIFE INSURANCE 


NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA _11 Adelaide St. W., Toronto 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 
SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bostey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. 
Murray Bostey, B. Comm., F.R.I. RayMonp Bos.ey, C.P.M., F.R.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET, TRONTO EM. 8-2316 


R. S. CHAFFE A. D. MacKenzir, P.Enc., M.A.I. L. W. Ray, P.ENc. 
K. Jounston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 
347 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Srewart, M.Comm., M.A.L, A.A.C.I. G. I. M. Youns, B.Sc., A.R.I.C.S., M.A.I. 











Memorandum for: 


CORPORATION TREASURERS. 


Do you know that — 


Temporarily idle dollars can be willing 
workers in the “Money Market”? Funds 
may be profitably employed for a week-end, 
or a year, or for any term you require, ina 
wide variety of short date investments. 


Our specialists will be happy to assist you. 
Just call any of our offices. 


Mills, Spence & Co. 
Limited 
‘TORONTO 
EM. 4-1341 


MONTREAL WINNIPEG 
NEW YORK LONDON, ENG. 


Let’s get down to earth ... 


‘ : When it comes to service, Imperial 
Bank of Canada offers banking 
service of the highest order, and 
this service can be of distinct 
help to you and your clients. 


There are more than 340 Imperial 
Bank branches from coast to coast 
in Canada with international 
banking connections throughout 
the world through correspondent 
banks. Your nearby Imperial 
Bank Manager will be pleased to 
offer you every assistance. 


IMPERIAL 


BRN 222 cece fal” 





Canadas Leading 
Loose Leaf Keporting 


Canadian Tax Reports 

Ontario Tax Reports 

Quebec Tax Reports 

British Columbia Tax Reports 
Prairies Tax Reports 

Maritimes Tax Reports 

Dominion Tax Cases 

Canada Income Tax Guide Reports 
Canadian Succession Duties Reports 
Dominion Companies Law Reports 
Canadian Insurance Law Reports 
Canadian Labour Law Reports 
Dominion Report Service 


@ 
NO INSTALLATION CHARGE 


Please write or telephone for further particulars 


C_C H CANADIAN, LIMITED. 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 1460 Union Ave. 
TORONTO 19, ONT. MONTREAL 2, QUE. 
RU. 3-3335 VI. 9-6954 





